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Montana  State  Fund  Mission 

To  be  Montana's  insurance  carrier 
of  choice  and  industry  leader  in  service. 


Commitment  to  Service 

The  Montana  State  Compensation  Insurance  Fund  is  pleased  to  bring  you  this  Annual 
Report  for  the  fiscal  year  ending  June  30,  1998.  As  Montana's  largest  workers'  compensation 
insurer,  we  serve  over  24,000  business  owners  and  many  thousands  of  employees. 

The  Fund  embraces  a  performance-driven  culture  through  short  and  long  term  strategic 
planning  and  investment  in  new  technology  to  address  changing  industry  needs.  We  are 
also  committed  to  exceptional  customer  service  and  continuously  look  for  ways  to  improve 
the  level  of  service  we  provide. 

Throughout  this  report,  you'll  discover  how  the  State  Fund  operates  and  will  learn  about 
key  highlights  of  fiscal  year  1998.  We'd  also  like  to  introduce  you  to  just  a  few  of  the  235 
women  and  men  who  make  up  the  Montana  State  Fund.  Their  commitment  and  dedication 
to  quality  service  provides  the  cornerstone  for  our  foundation.  Above  everything  else  we 
do,  we  believe  in  placing  our  customers  first. 


Montana  State  Fund   ■  5  South  Last  Chance  Gulch 

PO  Box  4759  ■  Helena,  Montana  59604-4759 

1-800-332-6102  .  444-6500  ■  stfund.state.mt.us 


A  Message  from  Jim  Brouelette,  Chairman 


When  the  Montana  legislature  established  the 
new  State  Fund  in  1990,  it  did  so  with  a  desire 
to  create  an  organization  that  would  ensure 
an  available  market  to  all  Montana  employers 
for  quality  workers'  compensation  insurance 
while  remaining  competitive  in  the  open 
market.  We  can  now  see  how  close  we  are 
to  achieving  that  goal. 

The  State  Fund's  $166  million  surplus 
contributions  to  the  Old  Fund  over  the  past 
two  years  will  finally  end  the  Old  Fund 
Liability  Tax  on  employers  and  workers.  By 
fulfilling  this  obligation.  State  Fund  can  begin 
examining  the  possibility  of  declaring 
dividends  to  our  policyholders.  All  of  this  is 
exciting  news  for  both  the  State  Fund  and  its 
stakeholders. 


But  there  are  other  characteristics  that  help  us  stand  out  from  our  competi- 
tion. First  and  foremost  of  these  is  our  mission  to  place  our  customers  first 
and  be  known  as  a  leader  in  quality  service. 


Board  of  Directors:  Carl  Swanson,  President 
CEO,  Jack  Morgenstern,  Tom  Horn.  Herb 
Leuprecbt,  Brian  Donahue,  Laurie  Shadoan,  Jim 

Brouelette.  and  Lorretta  Lynde 


We  strive  to  provide  excellent  service  through  traditional  means  and  to 
aggressively  pursue  innovative  measures  that  will  set  us  apart.  For  example, 
this  past  year  we  implemented  our  insurance  producer  partnership  state- 
wide that  combines  added  value  to  our  products  and  services  with  local, 
individualized  service  to  our  customers. 

Another  example  is  our  association  partnerships  which  are  successful  and 
growing.  These  plans  are  developed  specifically  for  our  smaller  customers 
to  provide  unique,  value-added  services  and  improved  workplace  safety 
while  containing  costs  and  providing  opportunities  for  savings. 

The  success  of  the  Montana  State  Fund  has  come  from  the  hard  work  and 
dedication  of  many,  including  our  Governor  and  legislators,  the  state's 
employers  and  their  employees,  the  State  Fund's  staff  and  management, 
and  the  Board  of  Directors.  We  realize  what  can  be  accomplished  by  working 
together  toward  common  goals,  and  we  are  committed  to  honesty,  high 
professional  standards,  and  focusing  on  the  real  needs  of  our  many  customers. 

I  invite  you  to  look  through  this  annual  report  for  fiscal  year  1998.  You'll 
see  why  we  are  proud  of  our  accomplishments  and  efforts  in  fulfilling  our 
mission  of  being  Montana's  insurance  carrier  of  choice  and  industry  leader 
in  service. 

Jim  Brouelette 
Chairman  of  the  Board 


A  Message  from  Carl  Swanson,  President/CEO 

With  our  commitment  to  quality  service  and  strong  business  performance, 
the  Montana  State  Fund  continued  to  see  improved  financial  strength  through- 
out fiscal  year  1998.  The  Fund  ended  the  year  with  a  surplus  greater  than 
$100  million. 

In  fiscal  year  1998,  the  State  Fund  paid  an  additional  $63.8  million  to  the  Old 
Fund  as  agreed  during  the  1997  legislative  session.  This  follows  a  $102.3 
million  dividend  paid  to  the  Old  Fund  in  fiscal  year  1997.  Payment  of  these 
dividends  has  helped  greatly  to  bring  about  an  end  to  the  Old  Fund  Liability 
Tax  (OFLT)  by  December  31,  1998. 

The  surplus  that  resulted  from  improved  operations  at  the  State  Fund  has 
remained  in  Montana  and,  by  helping  eliminate  the  OFLT,  has  been  put  to 
work  for  Montana.  No  other  insurance  organization  has  shown  this  type  of 
financial  commitment  to  our  state's  employers  and  employees. 


By  statute,  the  State  Fund  has  been  unable  to  declare  policyholder  divi- 
dends until  the  Old  Fund  liability  was  fully  funded,  placing  us  at  a  competi 
tive  disadvantage.  With  an  improving  financial  situation  at  the  State  Fund 
and  with  Old  Fund  claims  fully  funded, 
our  board  of  directors  will  now  be  able  to 
consider  paying  dividends  to  deserving 
policyholders.  This  will  help  us  achieve 
our  mission. 


The  State  Fund  anticipates  continued 
positive  operating  results  offering  steady 
contributions  to  surplus.  If  realized,  it  will 
reflect  excess  surplus  and  an  increased 
likelihood  of  regular  dividends  to 
policyholders.  A  strong,  manageable 
surplus  gives  the  Fund  the  ability  to 
operate  with  financial  soundness  and  to 
provide  the  financial  incentives  our 
customers  deserve. 


Fiscal  year  1998  also  saw  a  manual  rate 

reduction  in  the  amount  of    5.6  percent. 

This  was  the  third  year  in  a  row  the  Fund 

has  provided  net  premium  reductions.  With  another  6.7  percent  rate  and 

underwriting  program  reduction  at  the  beginning  of  fiscal  year  1999,  the 

Fund  has  reduced  workers'  compensation  rates  38.1  percent  since  July  1994, 

saving  our  customers  over  $144  million. 

The  board,  management  and  staff  of  the  Montana  State  Fund  are  committed 
to  a  sound  business  approach  to  operations.  We  measure  everything  we  do 
in  terms  of  our  customers'  satisfaction  and  solid  financial  performance.  With 
your  support,  we  anticipate  even  better  things  ahead  for  the  State  Fund  and 
the  Montana  businesses  and  employees  we  serve. 


Executive  Staff:  back  row,  left  to  right — Carl 
Swanson,  President  CEO;  LindaGoan,  Special 
Assistant  to  the  President;  Nancy  Butler,  YP 
Legal;  Connie  Brooks  VP  Management 
Information  Systems  Michael  Glass,  VP 
I  nderwriting.  Front  row,  left  to  right — Mark 
Barry,  Senior  VP  Administration  &  Finance, 
Joanne  Shydian,  VP  Human  Resources  & 
Communications,  Jim  McCluskey,  VP  Claim 


Carl  Swanson 
President/CEO 


Underwriting  and  Policy  Services 

Through  its  Underwriting  and  Policy  Services  Units  the  Underwriting 

Department  provides  coverage  and  policy  information  to  customers,  main- 
tains all  policy  information,  and  performs  a  wide  variety  of  pricing  func- 
tions. 

In  fiscal  year  1998,  the  State  Fund  announced  that  it  would  reduce  premi- 
ums charged  to  its  customers  by  5.6  percent.  This  is  the  third  consecutive 
year  of  net  premium  reductions.  For  the  fifth  straight  year,  policyholder 
satisfaction  increased  over  the  previous  year.  A  survey  performed  in  April  of 
1998  showed  a  customer  satisfaction  rate  of  96  percent. 

The  Fund  took  a  significant  step  into  the  competitive  arena  of  workers' 
compensation  insurance  when  it  began  to  use  the  services  of  insurance 
agents  in  July  of  1997.  This  partnership  will  bring  two  significant  advan- 
tages. First,  agents  will  help  ensure  long  term  viability  by  maintaining  a 
healthy  cross  section  of  business  for  the  State  Fund.  Second,  agents  are  able 
to  provide  valuable  services  and  information  to  employers  in  their  own 
communities.  Currently,  312  producers  representing  51  agencies  from  across 
the  state  work  in  partnership  with  the  Fund.  A  market  development  man- 
ager and  a  field  underwriter  in  the  Underwriting  Department  work  closely 
with  producers  and  agencies  to  enhance  this  growing  partnership. 

Loss  Control  Services  is  a  major  factor  in  premium  reduction  and  declining 
claim  numbers.  The  State  Fund  supports  an  aggressive  loss  control  program 
to  both  improve  workplace  safety  and  reduce  the  frequency  and  severity  of 
claims.  In  addition  to  our  standard  program.  State  Fund  also  targets  employers 
with  historically  high  or  problematic  loss  ratios  and  offers  them  special  loss 
control  services.  Over  a  two-year  period,  these  select  employers  have  saved 
$4.8  million  in  reduced  losses. 

The  Mate  Fund  is  moving  progressively  toward  offering  pricing  pro- 
grams, products,  and  services  which  compare  favorably  to  those  of 
private  insurance  companies,  and  away  from  a  one  price  fits  all  envi- 
ronment. Montana  employers  are  the  beneficiaries  of  these  actions. 


Pricing  programs  include  schedule  rating  and  retrospective  rat- 
ing, with  additional  pricing  programs  available  through  our  group 
and  association  plans  that  provide  options  for  many  of  our  smaller 
customers.  The  State  Fund  also  offers  specialized  services  through  the 
large  account  unit.  New  products  offered  by  the  Fund  include  employ- 
ers liability  coverage  which  became  effective  in  March  1998,  and  other 
states  coverage  planned  for  the  fall  of  1998. 
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Maty  Simpson,  I  nderwriting  Technician 
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Each  year,  the  State  Fund  conducts  premium  audits  for  nearly  one- 
quarter  of  its  customers.  These  audits  ensure  the  correct  payroll  was 
reported  in  the  correct  codes,  and  confirm  the  classification  codes 
assigned  to  a  particular  business  are  correct  based  on  actual  business 
operations.  Premium  audits  are  a  necessary  business  activity  of  the  State 
Fund  and  help  ensure  rate  integrity.  The  overall  goal  of  the  program  is  to 
confirm  correct  reporting  with  minimal  inconvenience  to  our  customers. 


FY94        FY95       FY96       FY97       FY98 
lanual  rate  change  ■  underwriting  programs 

When  adjusted  for  inflation,  State  Fund  rates  are  now 

Man  ■  tlye  lei  el  the)  'werein  1985. 


Laurie  Weidlicb-Kuntz, 

Field  Claim  Adjuster 

MCO  Cumulative  Three  Year 
Savings 
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Tl.v  MCO  program,  along  with  internal  case  man- 
agement activities,  has  reduced  claim  expense  by 
$27.6  million  in  the  last  three  fiscal  years. 


Claim 

Claim  management  is  a  key  component  of  the  Claim  and  Medical  Pay  Units 
in  the  Claim  Department.  Since  1994,  claim  management  has  become  more 
proactive,  benefitting  both  employers  and  injured  workers.  Adjuster  casel<  >ads, 
which  approached  420  claims  per  adjuster  in  1995,  are  now  down  to  an 
,i\  erage  of  157  lost  time  and  medical  only  claims  per  adjuster,  close  to  indus- 
try standards.  Adequate  staffing  ensures  that  benefits  due  to  injured  workers 
are  paid  promptly  and  that  they  receive  appropriate  attention  and  sendee. 

Effective  claim  management  also  focuses  on  early  investigation  of  claims, 
early  return  to  work,  and  other  cost  containment  services  for  employers. 
Investments  made  in  claim  management  are  more  than  offset  by  savings  and 
have  contributed  to  the  premium  reductions  realized  over  the  past  several 
years. 

Medical  cost  containment  is  a  growing  aspect  of  claim  management.  Partner- 
ship with  eight  managed  care  organizations  (MCOs)  across  Montana, 
along  with  internal  case  management  activities,  has  reduced  claim  ex- 
pense by  S27.6  million  in  the  last  three  fiscal  years.  The  Fund  and  its 
MCO  partners  are  focusing  on  key  cost  and  claim  management  indica- 
tors to  facilitate  rapid  return  to  work  opportunities,  earlier  MCO  flag 
recognition  and  referrals,  and  stronger  focus  on  utilization  reviews  and 
related  treatment  plans. 

Another  important  part  of  State  Fund's  claim  management  is  a  progres- 
sive early  return  to  work  (ERTW)  program.  Studies  show  that  the 
sooner  an  employee  returns  to  work  after  an  accident,  even  to  modified 
tasks,  the  sooner  the  employee  can  return  to  full  duty,  resulting  in  de- 
creased claim  costs.  State  Fund  customers  benefit  from  our  ERTW  specialist 
who  works  with  employers  to  develop  individualized  ERTW"  programs. 


Cumulative  Fraud  Savings 
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The  Fmud  Unit  has  saved  State  Fund  over  $8  million  since  FY93-  The 

Unit  irorksaggressiiely  uith  the  Montana  Depailmeut  of  Justice.  Crimi- 
nal Investigation  Bureau,  and  local  county  attorneys. 


Our  fraud  program  began  in  1993  and  has  returned  a  savings  of  over 
S8  million  since  then.  The  Fund's  commitment  to  lower  workers' 
compensation  premiums  and  an  improved  system  in  Montana  assumes 
a  zero  tolerance  to  fraud.  To  meet  this  challenge,  our  expert  fraud  unit 
works  closely  with  the  Montana  Department  of  Justice  to  investigate 
and  prosecute  alleged  fraud.  The  unit  also  educates  policyholders, 
insurance  producers,  and  die  business  community  about  prevention 
and  detection.  In  addition,  our  claim  and  policy  services  staff  is  trained 
to  detect  key  warning  signs  of  a  fraudulent  claim  or  policy  issue.  Anyone 
can  report  suspicious  activities  by  calling  our  fraud  hotline  at 
1  888-MTCRIME  (1-888-682-7463). 

Staff  of  the  Old  Fund  Unit  concentrate  on  managing  claims  from  the 
State  Fund  that  occuned  prior  to  July  1,  1990.  Solid  and  proactive 
management  of  these  claims  has  reduced  their  number  to  fewer  than 
1900. 


Human  Resources  &  Communications 

Crucial  to  any  successful  organization  is  the  recruitment  and  retention  of 
highly  qualified  employees.  At  the  State  Fund.  Human  Resources  provides 
this  function  in  addition  to  promoting  employee  development  and  training, 
performing  personnel  management,  and  coordinating  labor  relations.  Hu- 
man resources  also  ensures  legal  and  policy  compliance  with  all  personnel 
issues. 

Customer  service  is  a  priority  at  the  State  Fund,  and  we  believe  every  cus- 
tomer needs  the  ability  to  talk  immediately  and  directly  with  a  knowledge- 
able customer  service  representative.  In  1996,  we  established  our  Customer 
Service  Unit  to  provide  a  prompt  response  to  injured  workers,  policyhold- 
ers, and  agent  representatives.  During  the  last  fiscal  year,  representatives 
were  able  to  successfully  assist  72  percent  of  customers  who  called  the 
Fund,  while  claim  and  policy  services  specialists  assisted  the  remaining  28 
percent.  This  unit  also  takes  first  reports  of  injury  over  the  phone,  allowing 
our  claim  management  staff  to  immediately  see  to  the  care  of  injured  work- 
ers. The  early  reporting  of  claims  allow:s  early  intervention  in  the  claims 
process  and  saves  claim  dollars. 


Lisa  Gales. 

Customer  Sendee  Representative 


On  average,  employers  who  report  claims  after  30  days  in- 
crease costs  33  percent.  The  Fund  has  initiated  programs 
over  the  past  several  years  to  educate  customers  on  the  need 
for  immediate  reporting  of  injuries.  The  number  of  claims 
reported  within  1-4  days  of  injury  has  increased  from  ap- 
proximately 70  percent  in  fiscal  year  1995  to  80  percent  in 
fiscal  year  1998.  Early  reporting  of  accidents  is  a  key  cost 
containment  element  for  overall  claim  costs 

All  of  the  Fund's  internal  and  external  communications,  news- 
letters,  and  media  relations  are  overseen  by  Communica- 
tions. A  significant  factor  in  customer  satisfaction  is  regular 
and  comprehensive  communication  on  issues  of  importance 
to  our  stakeholders. 


Percent  of  accidents  reported  in  14  days 
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The  number  of  employers  who  report  accidents  within  l-i  days 
oj  injury  has  increased  from  approximately  70%  in  FY95  to 
80%  in  FY98.  Early  reporting  of  accidents  is  a  key  cast  con- 
tainment element  for  overall  claim  costs 


Policyholder  Satisfaction 
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State  Fund  strifes  to  he  the  industry  leader  in  customer  service. 


Management  Information  Systems 

Reliance  on  state-of-the-art  computer  software  and  hardware  technology  is  a 
reality  in  today's  fast-paced  insurance  world,  and  the  State  Fund  is  no  excep- 
tion. The  skilled  staff  in  Management  Information  Systems  (MIS)  devel- 
ops and  maintains  these  technology  systems,  provides  technical  and  systems 
training  support,  and  provides  expert  consultation  to  improve  and  maintain 
business  processes. 

Throughout  fiscal  year  1998,  MIS  worked  extensively  on  several  projects  that 
will  prepare  the  State  Fund  for  the  demands  of  the  next  century.  The  first  of 
these  was  a  new  benefit  information  system  (BIS).  BIS  was  installed  in 
early  1997  and  transformed  our  paper  files  into  imaged  computer  docu- 
ments, making  us  more  efficient.  MIS  provided  much  technical  support  and 
stability  through  this  fiscal  year  as  this  system  was  expanded. 

In  fiscal  year  1998,  MIS  also  laid  the  groundwork  in  preparation  for  launch- 
ing two  new  systems  that  will  work  in  partnership  with  BIS.  The  policy 
services,  audit,  accounting  and  loss  control  system  (PAALS)  and  the 
automated  medical  processing  system  (AMPS)  will  prepare  the  State  Fund 
to  meet  upcoming  challenges  such  as  the  Year  2000,  and  will  enhance  our 
customer  service,  billing  procedures,  and  products.  PAALS  and  AMPS  are 
scheduled  to  be  launched  in  fiscal  year  1999. 

This  past  year,  MIS  also  reorganized  its  help  desk  for  internal  customers, 
offering  a  single  phone  number  and  a  customer  service  representative  to 
answer  all  phone  calls.  With  this  system,  calls  can  be  directed  to  the  appro- 
priate person  in  the  most  efficient  manner  possible. 

With  a  new  infrastructure  in  place,  MIS  is  building  a  strong  foundation  for 
improved  services  for  all  State  Fund  customers. 


Claim  Frequency 
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Stacy  Ripple, 

Systems  Operations  Manager 


Accident  Free  Employers 
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■  Accident  Free  ■  Claim  Filed 

In  fiscal  year  I9l)8.  workers  for  an  increasing 
number  of  employers  itul  not  file  chums  for 
either  medical  benefits  or  wage  loss  benefits 


The  number  of  claims  per  $  1  million  in  covered  payroll  has 
steadily  decreased  from  FY  91  toll  98 


Administration  &  Finance 

Administration  &  Finance  directs  many  of  the  day-to-day  financial  opera- 
tions at  the  State  Fund.  The  Actuarial  Unit  analyzes  rates  and  reserves  and 
provides  data  and  information  in  support  of  our  consulting  actuary's  rate 
and  reserve  studies,  greatly  strengthening  forecasting  accuracy.  The  unit  is 
also  responsible  for  technical  production  of  the  Fund's  classification  rating 
process  and  dividend  program,  and  conducts  a  number  of  special  analyses 
for  management  use.  It  also  monitors  loss  experience  and  price  adequacy 
for  various  underwriting  programs. 

Accounting  prepares  financial  reports  including  annual  financial  statements, 
long  range  financial  forecasts,  specialized  financial  analysis,  accounts  re- 
ceivable, accounts  payable,  payroll,  and  budgeting  services. 


Staff  in  the  Mailroom,  Document  Imaging,  and  Indexing  process  the 
Fund's  in  and  out  bound  mail.  This  group  prepares  incoming  documents, 
scans  them  into  an  electronic  format,  and  routes  these  im- 
ages to  electronic  claim  and  policy  files.  The  unit  creates 
operating  efficiencies,  which  enhance  the  level  of  service  pro- 
vided to  our  policyholders,  injured  workers,  vendors,  and     300,000,000 
medical  care  providers. 


The  Facilities  Management  group  oversees  equipment  and 
supplies  procurement,  fleet  management,  and  maintenance 
and  management  of  the  Fund's  building  and  property.  These 
people  provide  invaluable  internal  service  for  all  company 
employees. 
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Dan  Gengler,  In 


New  Fund  Equity  Growth 


Rate  and  Benefit  Level  Changes 
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Adequate  surplus  protects  policyholders  against  any  future  volatility  in 
premium  rules  fur  unantic  ipated  losses  In  addition,  a  strong  surplus 
level  provides  for  the  opportunity  of  a  future  dividend  program  to  de- 
serving policyholders 


■  rate  level  _  benefit  level 

Favorable  loss  trending  and  improved  management  practices  help  State 
Fund  continue  to  reduce  premium  Inch 


Legal 


Staffed  by  attorneys,  paralegals,  and  legal  support  staff,  the  Legal  Department 

plays  a  vital  role  at  the  State  Fund.  Legal  supports  all  other  departments  at 
the  Fund  through  in-house  counsel  and  guidance,  contract  management, 
defense  in  legal  matters,  and  promotion  of  legislative  initiatives. 

Legal  provides  necessary  expertise  as  an  important  benefit  to  policyholders. 
Any  necessary  legal  defense  required  as  a  result  of  a  claim  under  the  Workers 
Compensation  and  Occupational  Disease  Acts  is  provided  as  part  of  the 
insurance  policy.  The  in-house  unit  is  exceptionally  cost  effective,  and 
combines  experience,  consistency,  and  extensive  knowledge  to  deal  effectively 
with  workers'  compensation  issues. 

Montana  law  requires  workers'  compensation  coverage  for  most  employees, 
with  few  exceptions.  Benefit  levels  are  also  set  by  law.  A  comprehensive 
working  knowledge  of  this  and  other  workers'  compensation  legislation  is 
an  essential  aspect  of  the  State  Fund's  successful  operations. 


Curtis  Larsen,  Senior  Attorney 


Executive 


Linda  Goan 

Special  Assistant  to  the  President 


The  Executive  Department  provides  vision,  leadership,  and  support  of  staff 
to  help  achieve  the  State  Fund's  overall  mission.  Executive  also  directs  the 
strategic  planning  process,  provides  policy  guidance,  and  oversees  program 
administration. 

The  President/CEO  supervises  and  directs  the  executive  management  team, 
evaluates  issues,  and  makes  recommendations  to  the  board  of  directors  and 
legislature  regarding  policies,  management  issues,  operations,  and  budget 
development  and  implementation. 

Executive  also  oversees  the  Internal  Audit  function.  Internal  Audit  performs 
financial,  compliance,  and  efficiency  audits  of  State  Fund  department  func- 
tions and  provides  an  independent  review  of  department  operations  and  op- 
erating results  to  ensure  accuracy,  consistency,  and  validity.  Since  its  creation 
in  1995.  Internal  Audit  has  saved  the  State  Fund  and  its  customers  over  $636,000. 


Service  is  our  Foundation 

The  Montana  State  Fund  has  seen  many  changes  over  the  past  few  years,  and  we  continue  to 
change  and  grow.  Yet  we  believe  these  changes  are  crucial  if  we  are  to  succeed  in  achieving 
our  mission  of  being  the  insurance  carrier  of  choice  for  Montana  employers  and  an  industry 
leader  in  service. 

The  success  of  the  State  Fund  depends  on  the  efforts  and  dedication  of  many  people:  the  Governor 
and  legislators,  employers  and  their  workers,  our  board  of  directors,  and  our  talented  employees. 
Together  we  are  building  a  workers'  compensation  insurance  provider  that  is  second  to  none 
and  is  based  on  a  foundation  of  exceptional  customer  sen  ice 


Report  of  Management 


The  management  of  the  State  Compensation  Insurance  Fund  is  responsible 
for  the  financial  statements  and  all  other  information  presented  in  this  annual 
report.  The  financial  statements  were  prepared  in  conformity  with  generally 
accepted  accounting  principles  and  include  amounts  based  on  the  best  esti- 
mates and  judgements  of  management. 

The  State  Fund  maintains  a  system  of  internal  control.  The  system  of  internal 
control  is  designed  to  provide  reasonable  assurance  that  assets  are  safeguarded 
against  loss  and  transactions  are  executed  and  recorded  in  accordance  with 
management's  authorization.  The  system  of  internal  control  encompasses  the 
organizational  structure,  selection  and  training  of  personnel,  communication, 
and  enforcement  of  policies  and  procedures.  The  system  of  internal  control  is 
continually  reviewed  and  evaluated  by  management. 

The  balance  sheet  and  related  statements  of  operations  and  changes  in  fund 
balance,  and  cash  flow  at  and  for  the  periods  ending  June  30,  1998,  and 
June  30,  1997,  presented  in  this  report  were  audited  by  independent  auditors 
of  the  State  of  Montana,  Legislative  Audit  Division.  Their  opinion  is  included 
in  this  report. 

In  1998,  the  State  Fund  implemented  Governmental  Accounting  Standards 
Board  (GASB)  statement  31  which  changed  the  way  unrealized  gains  or  losses 
are  accounted  for  in  financial  statements.  The  change  in  accounting  standards 
required  the  State  Fund  to  record  a  net  increase  in  its  investment  income  of 
$15  million  due  to  the  unrealized  gains  on  its  investments.  The  State  Fund  is 
required  to  follow  GASB  pronouncements.  However,  insurers  generally  fol- 
low the  Financial  Accounting  Standards  Board  (FASB)  statement  115.  Under 
FASB  US,  the  State  Fund  would  consider  its  long  term  invested  assets  as 
being  held  to  maturity'  and  could  report  the  assets  at  amortized  cost. 

In  1998,  the  Fund  paid  $10  million  to  the  General  Fund  to  repay  the  $20 
million  appropriation  made  to  the  Old  Fund  during  the  June  1989  Special 
Legislative  Session  in  lieu  of  a  22  percent  rate  increase  planned  for  that  time. 

In  1999,  the  remaining  $10  million  will  be  transferred  to  the  General  Fund  and 
is  shown  as  a  restricted  Fund  equity  amount  on  our  1998  balance  sheet. 
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LEGISLATIVE  AUDIT  DIVISION 


Scott  A.  Seacat,  Legislative  Auditor 

John  W.  Northey,  Legal  Counsel 

Tori  Hunthausen,  IT  &  Operations  Manager 


Deputy  Legislative  Auditors: 

Jim  Pellegrini,  Performance  Audit 

James  Gillett,  Financial-Compliance  Audit 


INDEPENDENT  AUDITOR'S  REPORT 


To  The  Board  of  Directors 

Montana  State  Compensation  Insurance  Fund 

Helena,  Montana: 

We  have  audited  the  accompanying  Balance  Sheets,  New  Fund  and  Old  Fund,  of  the  State  Compensation 
Insurance  Fund,  a  component  unit  of  the  state  of  Montana,  as  of  June  30,  1998  and  1997  and  the  related 
Statements  of  Operations  and  Changes  in  Fund  Equity,  New  Fund  and  Old  Fund,  and  Statements  of  Cash 
Flows,  New  Fund  and  Old  Fund,  for  the  two  fiscal  years  then  ended.  The  information  contained  in  these 
financial  statements  is  the  responsibility  of  the  State  Compensation  Insurance  Fund's  management.  Our 
responsibility  is  to  express  an  opinion  on  these  financial  statements  based  on  our  audit. 

We  conducted  our  audit  in  accordance  with  generally  accepted  auditing  standards.  Those  standards  require 
that  we  plan  and  perform  the  audit  to  obtain  reasonable  assurance  about  whether  the  financial  statements  are 
free  of  material  misstatement.  An  audit  includes  examining,  on  a  test  basis,  evidence  supporting  the  amounts 
and  disclosures  in  the  financial  statements.  An  audit  also  includes  assessing  the  accounting  principles  used 
and  significant  estimates  made  by  management,  as  well  as  evaluating  the  overall  financial  statement 
presentation.  We  believe  that  our  audit  provides  a  reasonable  basis  for  our  opinion. 

In  our  opinion,  the  financial  statements  referred  to  above  present  fairly,  in  all  material  respects,  the  financial 
position  of  the  State  Compensation  Insurance  Fund  as  of  June  30,  1998  and  1997,  and  the  results  of  its 
operations  and  of  its  cash  flows  for  the  two  fiscal  years  then  ended,  in  conformity  with  generally  accepted 
accounting  principles. 

The  other  data  included  in  this  report  was  not  audited  by  us,  and  accordingly,  we  express  no  opinion  on  such 
data. 

Respectfully  submitted 


James  Gillett,  CPA 
Deputy  Legislative  Auditor 


September  30,  1998 


Room  135,  State  Capitol  Building,  PO  Box  201705    Helena  MT  59620-1705 
Phone  (406)  444-3122     FAX  (406)  444-9784      E-Mail  lad@state.mt.us 
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Tillinghast  -  Towers  Perrin 


Robert  F.  Conger 

FCAS,  MAAA,  FCIA 
Principal 

950  East  Paces  Ferry  Road 
Atlanta,  GA  30326  1119 
404  365  1634 
Fax:  404  365-1167 


November  9,  1998 


To  Members  of  the  State  Fund  Board  of  Directors: 

Tillinghast  -  Towers  Perrin  was  engaged  by  the  Montana  State  Compensation  Insurance  Fund 
(the  Fund)  to  estimate  the  unpaid  loss  and  loss  adjustment  expenses  as  of  June  30, 1 998  for 
the  Fund's  workers  compensation  exposures.  We  examined  both  the  New  Fund  and  the  Old 
Fund,  using  data  evaluated  as  of  June  30,  1998.  We  relied  on  Fund  personnel  as  to  the 
completeness  and  accuracy  of  the  data. 

For  the  New  Fund,  our  estimated  loss  and  loss  adjustment  expense  liability  as  of  June  30, 
1998,  is  $310.7  million,  undiscounted.  The  Fund  has  recorded  a  provision  of  $310.7  million  on 
its  June  30,  1998  balance  sheet  for  the  New  Fund's  unpaid  loss  and  loss  adjustment  expense. 

For  the  Old  Fund,  our  estimated  loss  and  loss  adjustment  expense  liability  as  of  June  30, 
1998,  is  $194.4  million,  undiscounted.  The  Fund  has  recorded  a  provision  of  $194.4  million  on 
its  June  30,  1998  balance  sheet  for  the  Old  Fund's  unpaid  loss  and  loss  adjustment  expense. 

The  Total  Fund  Equity  of  the  New  Fund  as  of  June  30,  1 998,  with  loss  and  loss  adjustment 
expense  liability  expressed  on  an  undiscounted  basis,  is  $142.2  million.  The  Fund  applied 
GASB  31  where  unrealized  gains  are  recorded  as  assets.  Applying  FASB  115  criteria  which 
excludes  unrealized  capital  gains  (as  referenced  in  the  notes  to  the  financial  statement)  would 
result  in  an  adjusted  total  Fund  equity  of  $127.2  million.  Current  year  premium  revenue  was 
$77.4  million.  We  note  that  the  New  Fund  surplus  level,  inclusive  or  exclusive  of  unrealized 
capital  gains,  is  consistent  with  traditional  industry  standards.  We  believe  that  it  is  prudent  for 
the  Fund  to  set  a  long-term  goal  of  maintaining  surplus  based  on  industry  standards. 

VARIABILITY 

Loss  and  loss  adjustment  expense  reserve  estimates  are  subject  to  considerable  uncertainty 
due  to  the  fact  that  the  ultimate  liability  for  claims  is  subject  to  the  outcome  of  events  yet  to 
occur.  Additional  uncertainty  is  introduced  in  estimating  unpaid  loss  and  loss  adjustment 
expense  on  a  present  value  basis.  That  is,  besides  the  risk  of  underestimating  or 
overestimating  the  overall  amount  of  the  loss  and  loss  adjustment  expense  liabilities,  there  is 
the  additional  risk  that  the  timing  of  the  future  payment  of  those  liabilities  will  differ  from  the 
estimated  payout,  or  that  the  future  yield  on  the  underlying  assets  will  differ  from  the 
assumed  interest  rate. 


Robert  F.  Conger 

Fellow,  Casualty  Actuarial  Society 

Member,  American  Academy  of  Actuaries 


12 


Financial  Statements 

The  Montana  State  Fund  is  a  component  unit  of  the  State  of  Montana. 
Balance  bhect  (with  comparison  to  prior  fiscal  year  end) 


New  Fund 


(thousands  of  dollars) 
As  of  June  30,  1998      As  of  June  30,  1997 

(restated) 


Assets 


Cash  in  Treasury 

Short-term  Investment  Pool  (Note  1 ) 

Premium  Receivable  (Note  1 ) 

Allowance  for  Doubtful  Accounts 

Due  from  Other  Funds  (Note  1  and  6) 

Interest  Receivable 

Short-term  Notes  &  Loans  Receivable 

Long  Term  Securities  (Note  1,2) 

Cash  Collateral  -  Securities  on  Loan  (Note  1) 

Supplies  Inventory 

Equipment  (Note  1) 

Less  Accumulated  Depreciation 

Intangible  Assets 

Property  Held  in  Trust 

Other  Assets 

Total  Assets 


$1,804 

$2,717 

15,326 

25,473 

11,445 

13,342 

(429) 

(419) 

1,650 

1,858 

6,417 

6,688 

28 

117 

427,036 

439,185 

98,072 

100,496 

42 

49 

2,235 

3,864 

(1,301) 

(2,053) 

6,944 

6,400 

386 

494 

4 

5 

$569,659 

$598,216 

Liabilities  and  Fund  Equity 
Liabilities: 

Estimated  Claims  Liability  (Note  4) 
Liability  for  Securities  on  Loan 
Deferred  Revenue 
Security  Deposits  (Note  1 ) 
Accounts  Payable 
Due  to  Other  Funds 
Compensated  Absences  (Note  8) 

Total  Liabilities 


$310,687 

$315,107 

98,072 

100,496 

15,410 

16,387 

462 

695 

1,320 

944 

730 

693 

731 

680 

$427,412 

$435,002 

Fund  Equity: 

Restricted  Fund  Balance  (Note  7) 
Unrestricted  Fund  Balance 
Total  Fund  Equity 


$10,000 
132,247 


$142,247 


163,214 


$163,214 


Total  Liabilities  and  Fund  Equity       $569,659 


The  notes  are  an  integral  part  of  the  financial  statements. 


$598,216 
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Statements  of  Operations  and  Changes  in  Fund  Equity  (with  comparison  to  prior  fiscal  year  end) 

(thousands  of  dollars) 
Year  Ended  June  30,  1998       Year  Ended  June  30,  1997 

(restated) 

Underwriting  Results 

Premium  $77,426  $89,142 

Less:   Reinsurance  Premium  Paid  (312)  (334) 

Safety  Incentive  Refunds  ( 1 02 )  ( 320 ) 

Volume  Discounts  (59D  (334) 

Claims  Expenses: 

Compensation  Benefits  Paid  30,263  33,421 

Medical  Benefits  Paid  26,406  23,694 

Allocated  Loss  Adjustment  Expenses  2,388  1,262 

Change  in  Estimated  Claims  Liability  (4,420)  20,630 
Other  Expenses: 

Operating  Expenses  11,845  10,940 

Bad  Debts  1.199  433 


Underwriting  GainALoss)  $8,740                                         ($  2,226) 

Investment  Income  32,481                                           31,202 
Net  Increase  (Decrease)  in  the 

Fair  Value  of  Investments  (Note  2)  12,488                                               4,854 

Securities  Lending  Income  (Note  1)  5,309                                               7,403 

Securities  Lending  Expense  (Note  1)  (5,178)                                          (7,023) 

Other  Income  36 250 

Results  of  Operations  $53,876                                         $34,460 

Gain  on  Sale  of  Fixed  Assets  4 

Operating  Transfer  Out  (Note  7)  $10,000 


Net  Income  (loss)  $43,876  $34,464 

Residual  equity  transfer  (Note  7)  (63,800)  (90,690) 

Contributed  Capital  Transfer  ( 1 1,599) 

Prior  Year  End  Fund  Equity  103.214 231,433 

(as  previously  stated) 

Fund  Equity  as  Restated  $143,290  $163,608 

Prior  Year  Adjustment  (Note  2)  (1,043)  (394) 


End  of  Period  Fund  Equity  $142,247 $163.214 


The  notes  are  an  integral  part  of  the  financial  statements. 
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Statement  Of  Cash  FloWS  (with  comparison  to  prior  fiscal  year  end) 


New  Fund 


(thousands  of  dollars) 
Year  Ended  June  30,  1998        Year  Ended  June  30,  1997 

(restated) 


Cash  Flows  From  Operating  Activities 

Receipts  for  Premiums 

Payments  to  Suppliers  for  Goods  and  Services 

Payments  to  Employees 

Cash  Payments  for  Claims 

Other  Operating  Revenues 

Net  Cash  Provided  by  (Used  for) 

Operating  Activities 

Cash  Flows  From  Noncapital  Financing  Activities 

Return  of  Contributed  Capital 
Operating  Transfer  Out 
Residual  Equity  Transfer 
Net  Cash  Provided  by  (Used  for) 
Noncapital  Financing  Activities 


$77,321 
(3,821) 
(8,022) 

(59,081) 
36_ 


$6,433 


(10,000) 

(63,800) 


($  73,800) 


Cash  Flows  From  Capital  and  Related  Financing  Activities 

Acquisition  of  Fixed  Assets  ($  1,224) 

Proceeds  from  Sale  of  Fixed  Assets  2_ 

Net  Cash  Used  for  Capital  and  Related 

Financing  Activities  ($  1,222) 


Cash  Flows  From  Investing  Activities 

Purchase  of  Investments 

Proceeds  from  Sales  or  Maturities  of  Investments 

Security  Lending  Income 

Security  Lending  Cost 

Interest  and  Dividends  on  Investments 

Net  Cash  Provided  by  (Used  for) 

Investing  Activities 

Net  Increase  (Decrease)  in  Cash 
and  Cash  Equivalents 

Cash  and  Cash  Equivalents  July  1 

Cash  and  Cash  Equivalents  June  30 

The  notes  are  an  integral  part  of  the  financial  statements. 


($  115,651) 

138,816 

5,290 

(5,169) 

34,243 


$57,529 


($  11,060) 
28,190 


$17,130 


$86,808 
(4,128) 
(6,676) 

(58,345) 
206 


i!7,865 


($  11,599) 
(90,668) 


($  102,267) 


($3,597) 
15 


($  3,582) 


($  185,539) 

230,706 

7,403 

(7,023) 

33,150 


$78,697 


($  9,287) 
$37,477 


$28,190 
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btatement  of  Cash  Flows  (with  comparison  to  prior  fiscal  year  end) 

New  Fund  (thousands  of  dollars) 

Year  Ended  June  30,  1998  Year  Ended  June  30,  1997 

(restated) 

Reconciliation  of  Operating  Income 

to  Net  Cash  Provided  by  Operating  Activities 

Results  of  Operations  $53,876 $34,460 

Adjustments  to  Reconcile  Operating 
Income  to  Net  Cash  Provided  by 
(Used  for)  Operating  Activities 

Depreciation 
Amortization 
Security  Lending  Income 
Security  Lending  Cost 
Interest  on  Investments 
Changes  in  Assets  and  Liabilities: 
Deer  (Incr)  in  Accounts  Receivable 
Deer  (Incr)  in  Due  From  Other  Funds 
Deer  (Incr)  in  Inventories 
Deer  (Incr)  in  Other  Assets 
Incr  (Deer)  in  Accounts  Payable 
Incr  (Deer)  in  Due  to  Other  Funds 
Incr  (Deer)  in  Deferred  Revenue 
Incr  (Deer)  in  Property  Held  in  Trust 
Incr  (Deer)  in  Estimated  Claims 
Incr  (Deer)  in  Compensated  Absences 


222 

552 

212 

76 

(5,309) 

(7,403) 

5,178 

7,023 

(44,969) 

(36,056) 

1,995 

(350) 

208 

(52) 

7 

9 

110 

310 

445 

441 

37 

(227) 

(977) 

(1,287) 

(233) 

(333) 

(4,420) 

20,630 

51 

72 

Total  Adjustments  ($  47,443) ($  16,595) 

Net  Cash  Provided  by  (Used  for) 

Operating  Activities  $6,433 $17,865 

Tlie  notes  are  an  Integral  pent  of  the  financial  statements. 


balance  bheet  (with  comparison  to  prior  fiscal  year  end) 


Old  Fund 


(thousands  of  dollars) 
As  of  June  30,  1998      As  of  June  30,  1997 


Assets 

Cash  in  Treasury 

Short-term  Investment  Pool  (Note  1 ) 

Account  Receivable  (Note  1 ) 

Allowance  for  Doubtful  Accounts 

Due  from  Other  Funds  (Note  1 ) 

Long  Term  Securities  (Note  1 ) 

Cash  Collateral  -  Securities  on  Loan  (Note  1 ) 

Total  Assets 

Liability  and  Fund  Equity 

Liabilities 

Estimated  Claims  Liability  (Undiscounted)  (Note  4) 

Liability  for  Securities  on  Loan 

Deferred  Revenue 

Due  to  Other  Funds  (Note  6) 

Arbitrage  Rebate  Tax  Payable 

Other  Liabilities 

Total  LiabiUties  and  Fund  Equity 

Contributed  Capital  (Note  7) 

Retained  Earnings 

Total  Fund  Equity 

Total  Liabilities  and  Fund  Equity 

The  notes  are  an  integral  pan  of  the  financial  statements. 


$407 

$499 

8,904 

20,789 

4,775 

3,613 

(258) 

(290) 

517 

210 

111,410 

596 

560 

$126,351 

$25,381 

$194,401 

$205,678 

596 

560 

258 

300 

1,639 

1,824 

156 

42 

45 

$196,936 

$208,563 

$154,468 

$90,668 

(225,053) 

(273,850) 

($70,585) 

($183,182) 

$126,351 

$25,381 
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Statement  of  Operations  and  Changes  in  Fund  Equity  (with  comparison  to  prior  fiscal  year  end) 

Old  Fund 

(thousands  of  dollars) 
Year  Ended  June  30,  1998     Year  Ended  June  30,  1997 

Underwriting  Results 

Premium  $0  ($390) 

Claims  Expenses: 

Compensation  Benefits  Paid 

Medical  Benefits  Paid 

Allocated  Loss  Adjustment  Expenses 

Change  in  Actuarially  Estimated  Claims  (Undiscounted) 
Other  Expenses 
Administrative  Expenses 

Underwriting  GahV(Loss) 

Old  Fund  Liability  Tax  Revenue 

Investment  Income 

Net  Increase  (Decrease)  in  the  Fair  Value  of  Investments  (Note  2) 

Security  Lending  Income  (Note  1 ) 

Security  Lending  Expense  (Note  1) 

Interest  Expense 

Bond  Arbitrage  Expense 

Results  of  Operations  $48,797  $73,224 

Other  Sources/(Uses)  of  Funds 

Loss  on  Bond  Defeasance  (3.535) 

Net  Income 

Capital  Contribution  -  New  Fund  (Note  7) 

Residual  Equity  Transfer 

Prior  Year  End  Fund  Equity 

End  of  Period  Fund  Equity 

The  notes  are  an  integral  part  of  the  financial  statements. 


8,289 

10,274 

5,755 

5,648 

580 

392 

(11,277) 

(43,124) 

2,252 

2.800 

($5,599) 

$23,620 

51.963 

49.208 

2,265 

2,735 

169 

36 

188 

(35) 

(170) 

(2) 

(2.341) 

(16) 

$48,797 

$69,689 

63,800 

90.668 

11.599 

(183.182) 

(355,138) 

($70,585) 

($183,182) 
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Statement  of  Cash  FlOWS  (with  comparison  to  prior  fiscal  year  end) 


Old  Fund 


(thousands  of  dollars) 
Year  Ended  June  30,  1998      Year  Ended  June  30,  1997 


Cash  Flows  From  Operating  Activities 

Receipts  for  Sales  and  Services 
Payments  to  Suppliers 

for  Goods  and  Services 
Payments  to  Employees 
Cash  Payments  for  Claims 
Collections  of  Notes  Receivable 
Other  operating  revenues 
Net  Cash  Provided  by  (Used  for) 

Operating  Activities 


$0 


$34,833 


($388) 


(1,674) 

($1,683) 

(790) 

(1,053) 

(14,584) 

(16,332) 

32 

29 

51.849 

49,229 

$29,802 


Cash  Flows  from  Noncapital  Financing  Activities: 

Payment  of  Principal  and 

Interest  on  Bonds  and  Notes 
Contributed  Capital  from  New  Fund 
Residual  Equity  Transfer  -  New  Fund 
Loss  on  Debt  Extinguishment 
Net  Cash  Provided  by  (Used  for) 

NonCapital  Financing  Activities 

Cash  Flows  from  Investing  Activities: 

Purchase  of  Investments 
Proceeds  from  Sales  or 

Maturities  of  Investments 
Securities  Lending  Income 
Securities  Lending  Expense 
Arbitrage  Rebate  Tax 
Interest  and  Dividends  on  Investments 
Net  cash  Provided  by  (Used  for) 

Investment  Activities 
Net  Increase  (Decrease)  in  Cash 

and  Cash  Equivalents 

Cash  and  Cash  Equivalents,  July  1 

Cash  and  Cash  Equivalents,  June  30 

The  notes  are  an  integral  part  of  the  financial  statements. 


($2) 

($129,008) 

63,800 

90,668 

11,599 

(3,535) 

$63,798 

($30,276) 

($113,545) 

2,290 

$11,100 

36 

187 

(35) 

(170) 

(156) 

802 

2,910 

($110,608) 

$14,027 

($11,977) 

$13,553 

21,288 

7,735 

$9,311 

$21,288 
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Statement  of  Cash  Flows  (with  comparison  to  prior  fiscal  year  end) 

Reconciliation  of  Operating  Income  to  Net  Cash  Provided  by  Operating  Activities: 


Old  Fund 


(thousands  of  dollars) 
Year  Ended  June  30,  1998     Year  Ended  June  30,  1997 


Operating  Income  (Loss) 


$48,797 


$73,224 


Adjustments  to  Reconcile  Operating 
Income  to  Net  Cash  Provided  by 
(Used  for)  Operating  Activities: 

Interest  Expense 

Interest  on  Investments 

Securities  Lending  Expense 

Securities  Lending  Income 

Arbitrage  Rebate  Tax 

Change  in  Assets  and  Liabilities: 
Deer  (Incr)  in  Accounts  Receivable 
Deer  (Incr)  in  Due  From  Other  Funds 
Deer  (Incr)  in  Other  Assets 
Incr  (Deer)  in  Accounts  Payable 
Incr  (Deer)  in  Due  to  Other  Funds 
Incr  (Deer)  in  Deferred  Revenue 
Incr  (Deer)  in  Arbitrage  Rebate  Tax  Payable 
Incr  (Deer)  in  Estimated  Claims 
Incr  (Deer)  in  Other  Liabilities 

Total  Adjustments 


$2 

$2,340 

(2,434) 

(2,735) 

35 

170 

(36) 

(188) 

156 

16 

285 

(167) 

(307) 

114 

(9) 

15 

( 188) 

77 

(42) 

72 

(156) 

(11,277) 

(43,124) 

7 

(12) 

($13,964) 

($43,422) 

Net  cash  provided  by  (Used  for) 
Operating  Activities 

The  notes  are  an  integral  part  of  the  financial  statements. 


$34,833 


$29,802 
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Notes  to  Financial  Statements 

for  the  two  fiscal  years  ended  June  30,  1  998 

1.  Summary  of  Significant  Accounting  Policies 

Description  of  Business 

The  State  Compensation  Insurance  Fund  (State  Fund)  is  a  nonprofit, 
independent  public  corporation  established  under  Title  39,  chapter 
71  of  the  Montana  Codes  Annotated  (MCA).  The  State  Fund  provides 
Montana  employers  with  an  option  for  workers'  compensation  and 
occupational  disease  insurance  and  guarantees  available  coverage  for 
all  employers  in  Montana. 

During  the  fiscal  year  ended  June  30,  1997,  the  State  Fund  was  gov- 
erned by  a  five  member  Board  of  Directors  appointed  by  the  Gover- 
nor. The  Board  of  Directors  was  increased  to  seven  members  effec- 
tive July  1,  1997.  The  State  Fund  is  attached  to  the  State  of  Montana, 
Department  of  Administration  for  administrative  purposes  only. 

During  the  1990  Montana  Special  Legislative  Session,  legislation  passed 
establishing  separate  funding  and  accounts  for  claims  of  injuries  re- 
sulting from  accidents  occurring  beforejuly  1, 1990,  referred  to  as  the 
Old  Fund,  and  claims  occurring  on  or  after  July  1,  1990,  referred  to 
as  the  New  Fund. 

The  New  Fund  functions  as  an  autonomous  insurance  entity  supported 
solely  from  its  own  revenues.  All  assets,  debts,  and  obligations  of  the 
New  Fund  are  separate  and  distinct  from  assets,  debts,  and  obligations 
of  the  State  of  Montana.  Upon  dissolution  of  the  New  Fund,  any  monies 
not  needed  to  liquidate  the  New  Fund  would  be  subject  to  legislative 
provision  according  to  state  law  (section  39-71-2322,  MCA).  The  State 
Fund  administers  and  manages  the  claims  remaining  in  the  Old  Fund 
for  the  State  of  Montana  and  is  the  administering  entity  for  recording 
the  financial  activity  related  to  receipt  and  disbursement  of  an  Old  Fund 
Liability  Tax  (see  note  4,  Old  Fund).  No  State  general  fund  money  is 
used  for  State  Fund  operations. 

Because  of  the  Governor's  appointment  of  the  board  members  and 
the  state's  regulatory  oversight  function,  the  State  Fund  financial  state- 
ments are  presented  as  a  component  unit  in  the  State  of  Montana  Com- 
prehensive Annual  Financial  Report. 

Basis  of  Accounting 

The  State  Fund  uses  the  accrual  basis  of  accounting,  as  defined  by  gen- 
erally accepted  accounting  principles,  for  its  workers'  compensation  in- 
surance operations.  Under  the  accrual  basis,  the  State  Fund  records  rev- 
enues in  the  accounting  period  earned,  if  measurable,  and  records  ex- 
penses in  the  period  incurred,  if  measurable. 

Cash  and  Short  Term  Investment  Pool 

Cash  balances  include  demand  deposits  with  the  State  Treasury.  The 
State  Fund  also  participates  in  the  Montana  Board  of  Investments  Short 
Term  Investment  Pool  (STIP).  STIP  balances  are  highly  liquid  invest- 
ments with  maturities  of  397  days  or  less.  There  are  no  legal  risks  that 
the  Board  of  Investments  is  aware  of  regarding  any  STIP  investments. 
The  market  value  of  STIP  approximates  cost.  The  New  Fund  STIP  bal- 
ance of  $15,326,427  as  of  June  30,  1998,  represented  1.4%  of  the  total 
STIP.  The  Old  Fund  STIP  balance  of  $8,903,742  as  of  June  30, 1998,  rep- 
resented 0.8%  of  the  total  STIP.  The  New  Fund  STIP  balance  of  $25,472,672 
as  of  June  30,  1997,  represented  2.3%  of  the  total  STIP.  The  Old  Fund 
STIP  balance  of  $20,789,495  as  ofjune  30, 1997,  represented  1.9%  of  the 
total  STIP. 

The  STIP  investments'  credit  risk  is  measured  by  investment  grade  rat- 
ings given  individual  securities.  The  Board  of  Investment's  policy  re- 
quires that  STIP  investments  have  the  highest  rating  in  the  short-term 
category  by  one  and/or  any  Nationally  Recognized  Statistical  Rating  Or- 
ganizations (NRSRO).  The  six  NRSRO's  include  Standard  and  Poors, 
Moody's,  Duff  and  Phelps,  Fitch,  International  Bank  Credit  Agency  and 


Thompson's  Bank  Watch.  Asset-backed  securities  constituted  40.4%  of 
the  Board  of  Investment's  total  STIP  portfolio  as  ofjune  30, 1998.  Asset- 
backed  securities  have  less  credit  risk  than  do  securities  not  backed  by 
pledged  assets.  Market  risk  for  asset-backed  securities  is  the  same  as  mar- 
ket risk  for  similar  non  asset-backed  securities.  Asset-backed  securities 
constituted  32.1%  of  the  Board  of  Investment's  total  STIP  portfolio  as  of 
June  30, 1997. 

Variable  rate  (Floating  Rate)  securities  made  up  28.4%  of  the  Board  of 
Investment's  total  STIP  portfolio  as  ofjune  30, 1998.  Variable  rate  secu- 
rities made  up  32.8%  of  the  Board  of  Investment's  total  STIP  portfolio  as 
ofjune  30, 1997.  While  variable  rate  securities  have  credit  risk  identical 
to  similar  fixed  rate  securities,  their  market  risk  (income)  is  more  sensi- 
tive to  interest  rate  changes.  However,  the  market  risk  (value/price)  may 
be  less  volatile  than  fixed  rate  securities  because  their  value  will  usually 
remain  at  or  near  par  as  a  result  of  their  interest  rates  being  periodically 
reset  to  maintain  a  current  market  yield. 

Long  Term  Securities 

The  State  Fund  invests  monies  with  the  Montana  Board  of  Investments, 
including  STIP  amounts.  Securities  are  stated  at  cost  and  adjusted  for 
amortization  of  any  discount  or  premium.  Premiums  and  discounts  are 
amortized  using  the  straight-line  method  over  the  life  of  the  securities. 
Net  unrealized  gains  or  losses  on  securities  are  not  included  in  adjust- 
ments to  retained  earnings.  State  Fund  investments  are  classified  in  risk 
Category  1  or  as  Not  Categorized  under  State  of  Montana  standards.  Risk 
category  1  includes  investments  that  are  insured  or  registered  and  held 
by  the  Board  of  Investments  or  its  agent  in  the  Board's  name.  Not  Cat- 
egorized includes  investments  held  by  broker-dealers  under  loans  with 
cash  collateral.  Asset-backed  securities  have  less  credit  risk  than  do 
securities  not  backed  by  pledged  assets.  Market  risk  for  asset-backed 
securities  is  the  same  as  market  risk  for  similar  non  asset-backed 
securities. 

Under  the  provisions  of  state  statutes,  the  State  Board  of  Investments 
has,  via  a  Securities  Lending  Authorization  Agreement,  authorized  the 
custodial  bank  to  lend  the  Board's  securities  to  broker-dealers  and  other 
entities  with  a  simultaneous  agreement  to  return  the  collateral  for  the 
same  securities  in  the  future.  State  Street  Bank  was  appointed  the  Board's 
custodial  bank  on  December  1,  1993.  During  the  period  the  securities 
are  on  loan,  the  Board  receives  a  fee  and  the  bank  must  initially  receive 
collateral  equal  to  102%  of  the  market  value  of  the  securities  on  loan  and 
must  maintain  collateral  equal  to  not  less  than  one  hundred  percent  of 
the  market  value  of  the  loaned  security.  The  Board  retains  all  rights  and 
risks  of  ownership  during  the  loan  period. 

During  fiscal  years  1998  and  1997,  State  Street  loaned,  on  behalf  of  the 
Board,  certain  securities  held  by  State  Street,  as  custodian,  and  received 
U.S.  dollar  currency  cash,  U.S.  Government  securities,  and  irrevocable 
bank  letters  of  credit.  State  Street  does  not  have  the  ability  to  pledge  or 
sell  collateral  securities  unless  the  borrower  defaults. 

The  Board  did  not  impose  any  restrictions  during  fiscal  years  1998  and 
1997  on  the  amount  of  the  loans  that  State  Street  made  on  its  behalf.  There 
were  no  failures  by  any  borrowers  to  return  loaned  securities  or  pay  dis- 
tributions thereon  during  fiscal  years  1998  and  1997.  There  were  no  losses 
during  fiscal  years  1998  and  1997  resulting  from  default  of  the  borrow- 
ers or  State  Street. 

During  fiscal  years  1998  and  1997,  the  Board  of  Investments  and  the  bor- 
rowers maintained  the  right  to  terminate  all  securities  lending  transac- 
tions on  demand.  The  cash  collateral  received  on  each  loan  was  invested, 
together  with  the  cash  collateral  of  other  qualified  plan  lenders,  in  a  col- 
lective investment  pool — the  Securities  Lending  Quality  trust.  The  rela- 
tionship between  the  average  maturities  of  the  investment  pool  and 
the  Board's  loans  was  affected  by  the  maturities  of  the  loans  made 
by  other  plan  entities  that  invested  cash  collateral  in  the  collective 
investment  pool,  which  the  Board  could  not  determine.  On  June  30, 
1998,  and  June  30,  1997,  the  Board  had  no  credit  risk  expo- 
sure to  borrowers,  oi 


The  following  table  presents  the  carrying  and  market  values  of 
the  securities  on  loan  and  the  total  collateral  held  for  fiscal  years 
1997-98  and  1996-97  for  both  the  New  Fund  and  the  Old  Fund: 

New  Fund  Old  Fund 

FY  97-98    FY96-97       FY97-98     FY96-97 

Securities  on  Loan-$96,399,897    $94,429,794        $0  $0 

Book  Value 


Securities  on  Loan-$102,345,909   $95,792,393       $0 
Market  Value 


$0 


Total  Collateral 
Held 


$107,454,766  $100,496,366    $596,292  $559,720 


As  of  June  30,  1998,  investments  in  the  New  Fund  and  the  Old  Fund 
include  $96,399,897  (approximately  22.6%  of  total  long-tenn  secu- 
rities) and  $0,  respectively,  in  long  term  securities  on  loan  which 
earned  interest  income  during  the  fiscal  year  of  $5,308,940  and 
$36,387,  respectively.  As  of  June  30,  1997,  investments  in  the  New 
Fund  and  the  Old  Fund  include  $94,429,794  (approximately  21.7% 
of  total  long-term  securities)  and  $0,  respectively,  in  long  term  secu- 
rities on  loan  which  earned  interest  income  during  the  fiscal  year  of 
$7,403,448  and  $187,599,  respectively.  Securities  on  loan  are  classi- 
fied as  risk  category  1  or  are  not  categorized.  Montana's  Constitu- 
tion does  not  currently  allow  the  State  Fund  to  invest  in  equity 
securities. 


Effective  July  1,  1997,  the  fixed  asset  capitalization  limit  for  the  State 
of  Montana  was  increased  from  $  1 ,000  to  $5,000.  This  change  affected 
assets  purchased  during  fiscal  year  1997-98  and  prior  fiscal  years.  The 
New  Fund  financial  statements  for  the  fiscal  year  ended  June  30, 1997, 
have  been  restated  to  compare  with  the  financial  statements  for  the 
fiscal  year  ended  June  30,  1998.  The  effect  on  prior  years'  purchases 
amounted  to  a  $1,042,536  reduction  of  fund  equity  and  is  shown  as  a 
prior  year  adjustment  to  fund  equity.  The  effect  on  fiscal  year  1997- 
98  amounted  to  a  $47,689  increase  in  expenditures  and  is  reflected 
as  a  portion  of  current  year  operating  expenses  on  the  statement  of 
operations  and  changes  in  equity. 

Advanced  Deposits 

Security  deposits  are  deposits  by  certain  policyholders  that  secure 

payment  of  premiums. 

Deferred  Revenue 

Deferred  revenue  reflect  amounts  in  advance  that  are  received  or  billed. 

but  not  yet  earned  for  policies  effective  July  1 .  1998.  or  July  1 ,  1997. 

Premiums 

The  State  Fund  Board  of  Directors  approves  premium  rates  annu- 
ally. Policies  are  effective  July  1  through  June  30  of  each  fiscal  year. 
Revenue  from  premiums  is  recognized  over  the  term  of  the  year. 

Policyholders  are  contractually  obligated  to  pay  certain  premiums  to 
the  State  Fund  in  advance  of  the  period  the  premiums  are  earned. 
Premium  advances  are  refundable  when  the  policyholder's  cover- 
age is  canceled  and  all  earned  premiums  have  been  credited  by  the 
State  Fund. 


Receivables 

The  New  Fund  premium  receivable  balance  of  $11.4  million  at  June 
30,  1998,  includes  $4.2  million  of  premium  due  from  insureds  for 
insurance  coverage  provided  during  fiscal  year  1997-98  not  yet  re- 
ceived. The  remaining  $7.2  million  represents  advance  premiums 
billed  but  not  received  for  insurance  coverage  effective  July  1, 1998, 
as  part  of  the  State  Fund's  Premium  in  Advance  program.  This  amount 
is  offset  in  deferred  revenue.  Estimated  uncollectible  receivables  are 
reported  as  an  allowance  for  doubtful  accounts  of  $428,546.  Other 
receivables  include  $6.4  million  in  investment  income  due  and  $1.6 
million  due  from  the  Old  Fund  in  administrative  cost  reimbursement. 

The  New  Fund  premium  receivable  balance  of  $13. 3  million  at  June 
30,  1997,  included  $4.4  million  of  premium  due  from  insureds  for 
insurance  coverage  provided  during  fiscal  year  1996-97  not  yet  re- 
ceived. The  remaining  $8.9  million  represented  advance  premiums 
billed  but  not  received  for  insurance  coverage  effective  July  1, 1997, 
as  part  of  the  State  Fund's  Premium  in  Advance  program.  This  amount 
is  offset  in  deferred  revenue.  Estimated  uncollectible  receivables  are 
reported  as  an  allowance  for  doubtful  accounts  of  $418,749.  Other 
receivables  include  $6.6  million  in  investment  income  due,  and  $1.8 
million  due  from  the  Old  Fund  in  administrative  cost  reimbursement. 

Accounts  receivable  in  the  Old  Fund  includes  interest  receivable, 
amounts  due  from  past  premiums  in  dispute  or  in  collection,  and 
amounts  due  from  Old  Fund  Liability  Tax  collections.  Estimated 
uncollectible  receivables  are  reported  as  an  allowance  for  doubtful 
accounts. 

Fixed  Assets 

Equipment  is  valued  at  actual  or  estimated  historical  cost.  Deprecia- 
tion expense  is  computed  on  a  straight-line  basis  for  equipment  over 
a  period  of  five  to  ten  years.  Amortization  of  intangible  assets  is  com- 
puted on  a  straight-line  basis  over  a  period  of  three  to  seven 
years  and  is  applied  directly  to  the  asset  balance.  All  fixed  as- 
sets are  recorded  in  the  New  Fund.  Because  the  State  Fund 
administers  the  Old  Fund,  the  Old  Fund  does  not  carry  fixed 
assets. 
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Fund  Equity 

Fund  Equity  consists  of  the  net  excess  or  deficit  of  assets  over  liabili- 
ties. 

Presentation 

The  financial  statements  are  presented  in  accordance  with  generally 
accepted  accounting  principles  as  prescribed  by  the  Governmental 
Accounting  Standards  Board.  State  Fund  insurance  operations  are  clas- 
sified as  an  Enterprise  Fund,  Proprietary  Fund  type. 

The  Enterprise  Fund  of  the  State  Fund  is  part  of,  but  does  not  com- 
prise, the  entire  Enterprise  Fund  of  the  State  of  Montana.  The  finan- 
cial statement  in  this  report  reflects  the  financial  position  and  results 
of  operations  and  cash  flows  of  the  State  Fund  (New  Fund  and  Old 
Fund),  not  the  State  of  Montana. 

The  Enterprise  Fund  is  used  to  account  for  operations:  (a)  financed 
and  operated  in  a  manner  similar  to  private  business  enterprises,  where 
the  legislature  intends  that  the  entity  finance  or  recover  costs  prima- 
rily through  user  charges;  or  (b)  where  the  legislature  has  decided 
that  periodic  determination  of  revenues  earned,  expenses  incurred, 
or  net  income  is  appropriate. 

Effective  July  1, 1997,  the  State  of  Montana  and  the  State  Fund  imple- 
mented Governmental  Accounting  Standards  Board  (GASB)  State- 
ment No.  31  -  Accounting  and  Financial  Reporting  for  Certain 
Investments  and  External  Investment  Pools.  The  New  Fund  finan- 
cial statements  for  the  fiscal  year  ended  June  30,  1997,  have  been 
restated  to  compare  with  the  financial  statements  for  the  fiscal  year 
ended  June  30, 1998. 

According  to  GASB  Statement  No.  31,  Accounting  and  Financial 
Reporting  for  Certain  Investments  and  External  Investment  Pools, 
STIP  is  considered  an  external  investment  pool.  An  external  invest- 
ment pool  is  defined  as  an  arrangement  that  pools  the  monies  of  more 
than  one  legally  separate  entity  and  invests,  on  the  participant's  be- 
half, in  an  investment  portfolio.  STIP  is  also  classified  as  a  "2a7-like" 
pool.  A  2a7-like  pool  is  an  external  investment  pool  that  is  not  regis- 
tered with  the  Securities  and  Exchange  Commission  (SEC)  as  an  in- 
vestment company,  but  has  a  policy  that  it  will  and  does,  operate  in  a 


manner  consistent  with  the  SEC  s  Rule  2a7  of  the  Investment  Company  Act  of  1940.  If  certain  conditions  are  met,  2a^-like  pools  are  allowed  to 
use  amortized  cost  rather  than  fair  value  to  report  net  assets  to  compute  unit  values.  The  Board  of  Investments  has  adopted  a  policy  to  treat 
STIP  as  a  2a~-like  pool. 

As  a  governmental  entity,  the  State  Fund  is  required  to  follow  rules  promulgated  by  the  Governmental  Accounting  Standards  Board  A 
private  insurance  carrier  reporting  under  GAAP  accounting  rules  would  follow  Financial  Accounting  Standards  Board  statement  115  (FASB 
115)  as  their  guideline  in  reporting  changes  in  market  values  of  investments  held  to  maturity.  The  State  Fund  holds  its  investments  to 
maturity  and  as  such  followed  FASB  1 15  prior  to  the  implementation  of  GASB  31. 

A  comparison  of  the  GASB  31  and  FASB  115  treatments  on  the  New  Fund  financial  statements,  under  a  held-to-maturity  classifi- 
cation of  investments,  reveals: 


Underwriting  Gain/Loss 

FY"  98  Market  Valuation  Effect 

Other  Investment  Income 

Operating  Transfers  Out 

Net  Income 

Residual  Equity7  Transfer 

Beginning  Surplus 

Prior  Year  GASB  31  Adjustment 

Prior  Year  Adjustment 

Ending  Surplus  6/30/98 

See  Sole  2 for  further  discussion  of  the  effect  of  GASB  31- 

2.  Investments 


GASB  31 

$8,740 

11.227 

33.909 

(10.000) 

$43,876 

(63.800) 

159.426 

3.788 

(1,043) 

Sl42.2r 


FASB  115 

$8,740 

33.909 
(10.000) 

$32,649 
(63,800) 

159.426 

(1.043) 
$12". 232 


The  amortized  cost  and  market  value  of  the  New  Fund  fixed  maturity  securities  as  of  June  30,  1998.  and  June  30,  1997, 
are  as  follows: 


Gross 

Gross 

Amortized 

Unrealized 

Unrealized 

Market 

June  30,  1998 

Cost 

Gains 

Loss 

Value 

U.  S.  Treasury 

Securities 

$92,502,708 

$5,849,312 

$0 

$98,352,020 

U.S.  Government  Agencies 

And  U.  S  Government 

Guaranteed  Securities 

$41,923,567 

$1,054,294 

$43,046 

$42,934,815 

Corporate  Securities 

Asset-Backed 

$  67,636,219 

$598,229 

$3,935 

$68,230,513 

Other  Corporate  Securities 

$198,958,334 

$7,221,862 

$85,038 

$206,095,158 

Other  Securities 

$  10,999,673 

$424,089 

$242 

$11,423,520 

STIP 

$15,326,427 

$0 

$0 

$15,326,427 

Totals 

$427,346,928 

$15,147,786 
Gross 

$132,261 
Gross 

$442,362,453 

Amortized 

Unrealized 

Unrealized 

Market 

June  30,  1997 

Cost 

Gains 

Loss 

Value 

US  Treasury 

Securities 

$108,487,612 

$2,443,459 

($955,831) 

$109,975,240 

US  Government  Agencies 

and  US  Government 

Guaranteed  Securities 

$79,126,315 

$459,147 

($971,965) 

$78,613,497 

Corporate  Securities 

Asset  Backed 

$65,590,669 

$134,274 

($120.2(^i 

$65,604,678 

Other  Corporate  Securities 

$177,197,105 

$3,281,350 

($747,567) 

$179,730,888 

Other  Securities 

$4,995,284 

$266,016 

0 

$5,261,300 

STIP 

$25,472,672 

0 

0 

$25,472,672 

Totals 

$460,869,657 

$6,584,246 

($2,795,627) 

$464,658,275 

The  amortized  cost  and  estimated  market  value  of  fixed  maturity  securities  as  of  June  30.  1998.  and  June  30,  1997,  are  shown 
below  at  contractual  maturity.  Expected  maturities  will  differ  from  contractual  maturities  because  borrowers  may  have  the 
right  to  call  or  prepay  obligations  with  or  without  call  or  prepayment  penalties.  2  3 


June  30,  1998 

Due  one  year  or  less 
Due  after  one  year 

through  five  years 
Due  after  five  years 

through  ten  years 
Due  after  ten  years 

Totals 


Amortized 
Cost 

$2=.. 458,153 
$158,054,  181 

$214,337,241 

S29.497.054 

$427,346,928 


June  30,  1997 
Due  one  year  or  less 
Due  after  one  year 

through  five  years 
Due  after  five  years 

through  ten  years 
Due  after  ten  years 
Totals 


$  36,576,315 
129,895,316 

217,001,659 

77.396. 367 
$460,869,657 


Estimated 
Market  Value 

$25,466,273 

sldl.-2i.lKi 

$224,690,001 

$30.482.063 

$442,362,453 


$  36,680,505 
130.659.507 

218,127,758 

79.190.505 
$464,658,275 


During  fiscal  year  ending  June  30.  1998.  the  New  Fund  realized 
gross  gains  from  sales  of  securities  of  S  1,302.709  and  gross  real- 
ized losses  of  $41776.  During  fiscal  year  ending  June  30,  1998. 
the  Old  Fund  realized  $1,728  in  gross  gains  from  sales  of  securi- 
ties and  no  gross  realized  losses. 

During  fiscal  year  ending  June  30,  1997,  the  New  Fund  realized 
gross  gains  from  sales  of  securities  of  $1,532,941  and  gross  real- 
ized losses  of  $861,696.  During  fiscal  year  ending  June  30,  1997, 
the  Old  Fund  realized  S2,4"4,238  in  gross  gains  from  sales  of  se- 
curities and  $275,636  in  gross  realized  losses. 

Effective  July  1 .  1 997,  the  State  of  Montana  and  the  State  Fund  imple- 
mented Governmental  Accounting  Standards  Board  ( GASB )  State- 
ment No.  31  -  Accounting  and  Financial  Reporting  for  Certain  In- 
vestments and  External  Investment  Pools.  GASB  31  requires  that 
all  governmental  entities  report  investments  at  fair  value  rather  than 
historical  or  amortized  cost.  Fair  value  is  defined  as  the  amount  at 
which  an  investment  could  be  exchanged  in  a  current  transaction 
between  willing  parties,  other  than  in  a  forced  or  liquidation  sale. 

As  of  June  30,  1998,  the  value  of  the  New  Fund's  portfolio  was 
increased  more  than  $15  million  to  reflect  the  market  value  of  all 
owned  securities.  Because  GASB  31  w-as  effective  July  1,  1997,  a 
portion  of  this  $15  million  increase  was  attributable  to  years  prior 
to  fiscal  year  1997-98.  Investment  income  for  fiscal  year  1996-97 
has  been  increased  $4.1  million  to  reflect  the  amount  of  revalua- 
tion for  all  prior  years.  A  prior  year  adjustment  of  ( $394,000)  has 
been  applied  to  the  June  30,1996,  ending  surplus  to  reflect  the  ad- 
justment necessary  for  years  prior  to  fiscal  year  1996-9".  Fiscal  year 
1997-98  investment  income  has  been  increased  $11.3  million  due 
to  the  change  in  valuation  mandated  by  GASB  31  • 

During  fiscal  year  1997-98  the  Old  Fund  began  investing  in  long-term 
bonds.  The  GASB  31  effect  on  the  Old  Fund  for  the  current  year  was 
$168,665.  There  was  no  prior-year  effect  on  the  Old  Fund  financial 
statements. 

3.  Reinsurance 

For  the  two  fiscal  years  endedjune  30, 1998,  the  State  Fund  ceded 

reinsurance  to  other  insurance  c<  impanies  to  limit  the  exposure 

arising  from  large  losses.  These  arrangements  consist  <  >f  excess  of 

li  iss  c<  infracts  that  protect  against  l<  isses  over  stipulated  amounts. 

During  fiscal  year  1997-98,  the  State  Fund  retained  the  first 

24     $1.5  million  of  each  loss  and  $500,000  in  aggregate  annual 


deductible  while  reinsurers  were  liable  for  losses  in  excess  of  S2  million 
up  to  a  limit  of  $50  million  on  occurrences  involving  multiple  claimants. 
Individual,  per  person  coverage  was  provided  up  to  $5  million  per  claim- 
ant with  the  State  Fund  retaining  the  first  $2.5  million.  During  fiscal  year 
1996-9".  the  State  Fund  retained  the  first  $1.25  million  of  each  loss  and 
$750,000  in  aggregate  annual  deductible,  while  reinsurers  were  liable 
for  losses  in  excess  of  $2  million  up  to  a  limit  of  $50  million  on  occur- 
rences invc  living  multiple  claimants.  Individual,  per  person  coverage  was 
provided  up  to  $5  million  per  claimant  with  the  State  Fund  retaining  the 
first  $2  million.  This  per  person  coverage  is  subject  to  an  annual  limit  of 
$10  million.  In  the  event  reinsurers  are  unable  to  meet  their  obligations, 
the  State  Fund  would  remain  liable  forall  losses  as  the  reinsurance  agree- 
ments do  not  discharge  the  State  Fund  from  its  primary  Liability  to  the 
policyholders. 

Effective  March  31.  1998.  the  State  Fund  purchased  reinsurance  cover- 
age for  Employers'  Liability  insurance  offered  to  policyholders  during 
fiscal  year  1997-98.  The  State  Fund  will  retain  the  first  $200,000  in  ulti- 
mate net  loss  for  any  one  occurrence  while  reinsurers  are  liable  for  losses 
in  excess  of  $200,000  up  to  a  limit  of  S 1 .000,000.  The  reinsurance  cover- 
age provides  for  two  full  reinstatements  of  coverage  at  no  additional  cost, 
which,  in  total,  provides  $2,400,000  in  ultimate  net  loss  coverage  for  all 
occurrences  during  the  seventeen-month  term  of  the  current  reinsur- 
ance agreement. 

Premium  revenue  is  reduced  by  premiums  paid  for  reinsurance  coverage 
of  $3 1 1 ,902  and  $333,564  in  fiscal  years  1997-98  and  1 996-97,  respectively. 

Reinsurance  had  no  effect  on  fiscal  year  1997-98  or  fiscal  year  1996-97 
losses  and  loss  adjustment  expenses. 

4.  Risk  Management/Public  Entity  Risk  Pool 

The  Old  and  New  Funds  are  public  entity  risk  pools.  Neither  fund  had 
significant  reductions  in  insurance  coverage  from  the  prior  year,  nor  any 
insurance  settlements  exceeding  insurance  coverage.  Unpaid  claims  and 
claim  adjustment  expenses  are  estimated  based  on  the  ultimate  cost  of 
settling  the  claims  including  the  effects  of  inflation  and  other  socioeco- 
nomic factors. 

The  New  Fund  provides  liability  coverage  to  employers  for  injured  em- 
ployees that  are  insured  under  the  Workers'  Compensation  and  Occu- 
pational Disease  Acts  of  Montana.  Workers'  compensation  claims  oc- 
curring on  or  after  July  1 .  1990.  are  reported  in  the  New  Fund.  The  New 
Fund  must  insure  any  employerwho  desires  co\  erage.  At  June  30. 1998. 
appn  iximately  24.043  employers  were  insured  by  the  New  Fund.  At June 
30,  1997.  approximately  24.823  employers  were  insured  with  the  New 
Fund.  Anticipated  invesunent  income  is  considered  when  computing 
premium  rate  levels  and  employers  must  pay  premiums  to  the  State  Fund 
within  specified  time  frames. 

Tillinghast-Towers  Perrin  prepared  an  actuarial  saidy  and  estimated  li- 
abilities and  the  ultimate  cost  of  settling  claims  reported  but  not  settled 
and  claims  incurred  but  not  reported  for  the  New  Fund  as  of  June  30, 
1998.  and  June  30.  199T.  Because  actual  claim  costs  depend  on  such 
complex  factors  as  inflation  and  changes  in  the  law,  claim  liabilities  are 
recomputed  periodically  using  a  variety  of  actuarial  and  statistical  tech- 
niques to  produce  current  estimates  that  reflect  recent  settlements,  claim 
frequencv .  and  <  ither  economic  and  social  factors. 

A  provision  for  inflation  and  the  calculation  of  estimated  future  claim 
a  >sts  is  implicit  in  the  calculation  because  reliance  is  placed  both  on 
actual  historical  data  that  reflect  past  inflation  and  on  other  factors  that 
are  considered  to  be  appropnate  modifiers  of  past  experience.  As  ofjune 
30.  1998.  S310.68~.32"  of  unpaid  claims  and  claim  adjustment  expenses 
are  presented  at  face  value.  As  of  June  30. 1997,  $3  1 1,632,133  of  unpaid 
claims  and  claim  adjustment  expenses  are  presented  at  their  net  present 
value  of  $315,107,230  discounted  at  an  annual  rate  of  4%  on  indemnity 
losses  and  no  discount  on  medical  losses.  When  the  New  Fund  purchases 
annuity  c<  intracts.  the  claim  is  settled  in  full  and  on  a  final  basis  and  all 
liability  of  the  New  Fund  is  tenninated. 


State  law  requires  the  New  Fund  to  set  premiums  at  least  annually  at  a  level  sufficient  to  ensure  adequate  funding  of  the  insurance 
program  during  the  period  the  rates  will  be  in  effect.  State  law  also  requires  the  State  Fund  to  establish  a  minimum  surplus  balance 
of  25%  of  annual  premium  revenue. 

The  Old  Fund  covers  the  liability  and  payment  of  workers'  compensation  claims  for  incidents  occurring  before  July  1,  1990.  Funding 
for  claims  payments  is  provided  by  Old  Fund  Liability  Taxes  (OFLT)  imposed  on  employer  payroll  (0.5%).  employee  wages  (0.2%), 
and  sole  proprietor  and  subchapter  S  shareholder  distributive  income  (0.2%).  The  OFLT  provides  funding  for  Old  Fund  claim 
expenses  and  Old  Fund  bond  payments  (see  note  5). 

An  actuarial  study  prepared  by  Tillinghast-Towers  Perrin  for  the  Old  Fund  as  of  June  30,  1998.  was  used  to  estimate  liabilities  and 
the  ultimate  cost  of  settling  claims  that  have  been  reported,  but  not  settled  and  claims  that  have  been  incurred,  but  not  reported.  As 
of  June  30,  1998,  $194,401,217  of  unpaid  claims  and  claim  adjustment  expenses  are  presented  at  face  value.  As  of  June  30.  1997, 
$205.6^8,392  of  unpaid  claims  and  claim  adjustment  expenses  are  presented  at  face  value.  Total  Old  Fund  deficit  as  of  June  30,  1998, 
is  $70,585,411  compared  to  a  deficit  of  $183,182,203  as  of  June  30,  1997.  Estimated  claims  liability  for  the  Old  Fund  is  presented  on  an 
undiscounted  basis. 

Changes  in  Claims  Liabilities  for  the  Past  Two  Years 

The  following  table  presents  changes  (in  thousands)  in  the  aggregate  liabilities  for  the  New  Fund  and  the  Old  Fund  for  the  past  two 

years.  The  information  presented  has  not  been  discounted. 


New  Fund 
1998      1997 


Old  Fund 
1998     1997 


Lhipaid  claims  and  claim  adjustment 
expenses  at  beginning  of  year 

Incurred  claims  and  claim  adjustment  expenses: 
Provision  for  insured  events  of  the  current  year 
Increases  (decreases)  in  provision  for 
events  of  prior  years 

Total  incurred  claims  and  claim  adjustment  expenses 


$344.632  s  102,-1-t  $205.678         $248.802 


69,277 

81,046 

i  11.165) 

(80.-521 

3,347 

(26.812) 

25.112 

2m 

5,347 

C  26.812) 

Payments: 

Claims  and  claim  adjustment  expenses 

attributable  to  insured  events  of  the 

current  year 
Claims  and  claim  adjustment  expenses 
attributable  to  insured  events  of  prior  years 

Total  Payment 


(12.9-t2)  (12,589) 

(46.115)  ((5.-8~)  (14.624)         (16.312) 

(59.057)         (58376)         (14.624)         (16.312) 


Total  unpaid  claims  and  claim  adjustment 
expenses  at  end  of  the  year 


$310,687        $344,632        $194,401         $205,678 


Risk  Management  Irani  Information 

The  following  table  illustrates  (in  thousands)  how  the  earned  revenues  of  the  New  Fund  plus  investment  income  compare  to  related 
costs  of  loss  and  other  expenses  assumed  by  the  State  Fund  for  fiscal  years  1991  through  1998.  In  addition,  cumulative  amounts 
related  to  estimated  and  actual  paid  claims  are  presented.  The  information  allows  for  comparison  of  actual  and  estimated  claims  and 
is  a  basis  for  developing  revenue  and  claims  information.  As  data  for  individual  policy  years  mature,  the  correlation  between 
original  estimates  and  re-estimated  amounts  is  used  to  evaluate  the  accuracy  of  incurred  claims  currently  recognized  for  less  mature 
policy  years. 
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New  Fund 

1991                  1992                  1993                 1994                  1995                 1996  1997  1998 
1. Premiums  and  Investment  Revenue 

Earned             $116,886  $156,013  $204,050  $219,380  $181,572  $127,315  $95,765  $77,555 

Ceded                       231                   270                  290                  318                  269                  519  348  304 

Net  Earned      $116,655  $155,743  $203,760  $219,062  $181,303  $126,796  $95,417  $77,251 


2.  Unallocated  expenses 

including  overhead  9,909 


11,723 


10,760 


14,416 


15. 'Ml 


18,996 


14.5-5       17,338 


3.  Estimated  losses  and  expenses, 
end  of  accident  year 


Incurred 

$133,819 

$183,425 

$186,480 

$199,890 

$164,628 

$95,067 

$76,067 

$64.98 

Ceded 

0 

0 

0 

0 

0 

0 

0 

0 

Net  Incurred 

133,819 

183,425 

186,480 

199,890 

164,628 

95,067 

76,067 

64,983 

4.  Net  paid  (cumulative) 

as  of: 

End  of  policy  year 

17,618 

20,244 

18,347 

18,693 

18,137 

15,818 

12.589 

12,943 

One  year  later 

44,335 

50,576 

46,343 

45,947 

40,473 

32,890 

28,451 

Two  years  later 

64,079 

68,837 

62,717 

60.971 

52,073 

42,361 

Three  years  later 

74,901 

77,950 

71,666 

67,576 

58,722 

Four  years  later 

81,747 

83,173 

76,280 

72.212 

Five  years  later 

85,924 

86,461 

80,165 

Six  years  later 

88,532 

89,370 

Seven  years  later 

91,235 

5.  Re-estimated  ceded  losses  and 
expenses  0 


6.  Re-estimated  net  incurred  losses  and  expense: 


End  of  policy  year 

$133,819 

$183,425 

$186,480 

$199,890 

$164,628 

95.067 

76,067 

One  year  later 

166,980 

184,968 

184,030 

184,920 

124.123 

88.923 

67,235 

Two  years  later 

160,272 

175,218 

167,052 

135,472 

107,074 

77,286 

Three  years  later 

151,554 

161,184 

133,017 

116,756 

95,456 

Four  years  later 

141.389 

135,775 

120,583 

107,656 

Five  years  later 

130,250 

125,084 

111,208 

Six  years  later 

121.568 

119,780 

Seven  years  later 

118,856 

64,983 


7,  Increase  (decrease)  in  estimated  net  incurred  losses 
and  expenses  from  end  of  policy  year 

(14.963)  (63,645)  (75,272) 


(92,234) 


(69.172) 


(17,781) 


(S.8.32) 


Item  2,  Item  3  and  Item  6  /  "End  of  policy  year"  line)  haw  teen  restated  due  to  inconvct  inclusion  of  unallocated  loss  adjustment  expenses  in 
lines  3  and  6  in  prior  years.  Tlx  Trend  Information  table  has  been  expanded  from  6  categories  to  7  categories  and  shows  the  effect  of  ceded 
reinsurance  as  required  by  GASB30  which  amended  GASB  10. 


5.  Payroll  Tax  Bonds  (Workers'  Compensation  Program) 

The  Montana  Board  of  Investments  issued  S  142.095. 000  of  bonds 
on  July  15,  1991,  (Workers'  Compensation  Program  Series  1991) 
for  the  purpose  of  funding  the  state's  liability  and  costs  in 
administering  and  paying  claims  for  injuries  resulting  from 
accidents  prior  to  July  1,  1990,  that  are  subject  to  the  Montana 
Workers'  Compensation  Act  and  the  Occupational  Disease  Act 
of  Montana. 

Using  cash  determined  by  the  State  Fund  to  be  in  excess  of  the 

amount  needed  to  pay  claims  occurring  prior  to  July  1,  1990. 

the  Board  of  Investments  provided  for  two  early  defeasances 

of   $20,880,000   and   $13,075,000   in   the   Workers' 

Compensation  Program  Series  1991  bonds.  On  lulv  24,  1995, 

and  March  26,  1996.  the  Board  deposited  $21,528,449  and 

$  1 3,52 1 .916,  respectively,  with  an  escrow  agent  and  invested 

in  federal  securities  to  provide  for  the  future  debt  service 

q  z     payments  until  the  bonds  mature  through  June  1,  2020. 


Both  transactions  met  the  requirements  of  a  legal  defeasance. 
The  $20,880,000  and  $13,075,000  in  Series  1991  Bonds  maturing 
through  June  1,  2020,  were  removed  from  the  State  Fund's 
accounting  records  in  July  1995  and  March  1996.  The  fiscal  year 
1996  loss  related  to  these  early  bond  defeasances  totaled 
$1,709,046.  This  amount  relates  to  the  write-off  of  original  bond 
discount  and  cost  of  issuance  and  bond  premium  paid  for  early 
redemption. 

Using  cash  from  the  declaration  of  a  dividend,  cash  available 
from  the  bond  reserve  and  cash  determined  by  the  State  Fund 
to  be  in  excess  of  the  amount  needed  to  pay  claims  occurring 
prior  to  July  1,  1990,  the  Board  of  Investments  provided  for  the 
final  retirement  of  $97,885,000  in  Workers'  Compensation 
Program  Series  1991  bonds.  On  October  3,  1996,  the  Board 
deposited  $99,384,056  with  an  escrow  agent  and  invested  in 
federal  securities  to  provide  for  the  future  debt  service  payments 
until  the  bonds  mature  through  June  1,  2020.  The  transaction 
met  the  requirements  of  a  legal  defeasance.  The  $97,885,000  in 


Series  1991  bonds  maturing  through  June  1.  2020,  were  removed 
from  the  State  Fund's  accounting  records  in  October  1996.  The 
fiscal  year  loss  related  to  the  bond  defeasance  totaled  S3. 208, 210. 
The  net  loss  constitutes  a  final  write-off  of  the  original  bond 
discount  and  cost  of  issuance  that  was  being  amortized  over  the 
life  of  the  bonds  and  a  gain  associated  with  the  federal  securities 
acquired  for  the  defeasance. 

In  completing  the  three  bond  defeasances  described  above,  the 
Board  of  Investments  reserved  the  right  to  substitute  other  gov- 
ernment securities  or  cash  into  the  Workers'  Compensation  Pro- 
gram Series  1991  escrow  as  long  as  the  substitution  was  suffi- 
cient to  retire  the  bonds.  In  December  1996  the  Board  of  Invest- 
ments chose  to  sell  an  option  to  a  third  party  to  purchase  the 
escrowed  securities  on  or  after  November  1,  2008.  for  a  price 
sufficient  to  redeem  all  the  Series  1991  bonds.  The  bid  process 
resulted  in  net  option  premium  proceeds  of  $2,284,940  to  maxi- 
mize the  yield  of  the  escrowed  securities.  These  proceeds,  re- 
ceived on  January  3,  1997,  and  recorded  in  the  Old  Fund,  re- 
flected investment  gain  and  expense  of  $2,456,310  and  $171,370, 
respectively. 

On  October  27,  1993,  the  Board  of  Investments  issued 
$32,500,000  in  Variable  Rate  Payroll  Tax  Bonds  (Workers'  Com- 
pensation Program  Series  1993)  to  pay  the  costs  associated  with 
claims  incurred  on  or  before  June  30,  1990. 

Using  cash  from  the  declaration  of  a  dividend,  cash  available 
from  the  bond  reserve  and  cash  determined  by  the  State  Fund 
to  be  in  excess  of  the  amount  needed  to  pay  claims  occurring 
prior  to  July  1,  1990,  the  Board  of  Investments  provided  for  the 
full  retirement  of  $32,500,000  in  Workers'  Compensation  Pro- 
gram Series  1993  bonds.  On  January  2,  1997,  the  Board  of  In- 
vestments paid  $32,604,037,  principal  and  interest,  to  the  trustee 
as  final  payment  on  the  Series  1993  bonds.  The  transaction  met 
the  requirements  of  a  legal  defeasance.  The  fiscal  year  1997  net 
loss  related  to  the  bond  redemption  totaled  $326,990.  The  net 
loss  represents  the  final  write-off  of  the  cost  of  issuance  that 
was  being  amortized  over  the  life  of  the  bonds. 

6.  Administrative  Cost  Allocation 

State  law  requires  the  State  Fund  to  separately  determine  and 
account  for  administrative  expenses  and  benefit  payments  for 
claims  for  injuries  resulting  from  accidents  occurring  before  July  1. 
1990,  (Old  Fund)  from  those  occurring  on  or  after  July  1.  1990, 
(New  Fund).  The  law  also  limits  annual  administrative  costs  of 
claims  associated  with  the  Old  Fund  to  S3  million.  The  State 
Fund  allocated  $2,396  million  and  S2.975  million  in  administra- 
tion costs  to  the  Old  Fund  in  fiscal  years  1997-98  and  1996-l>-. 
respectively.  The  Old  Fund  has  a  $20,674  obligation  to  the  New- 
Fund  in  unrecovered  administrative  costs  incurred  in  previous 
years.  The  New  Fund  intends  to  recover  this  amount  in  future 
years  wJiere  the  cost  of  administering  the  Old  Fund  is  less  than 
the  statutorily  permitted  $3  million. 

7.  New  Fund  Surplus  Distributions 

i.  Dividend  Paid  to  Old  Fund 

During  fiscal  year  1996- 199".  the  New  Fund  paid  approximately 
$102.3  million  to  the  Old  Fund  as  a  dividend  to  defease  payroll 
tax  bonds  as  discussed  in  Note  5,  above.  During  fiscal  year 
1997-98,  the  New  Fund  paid  $63.8  million  to  the  Old  Fund  in 
accordance  with  the  provisions  of  section  39-71-2316  (2),  MCA, 
to  provide  sufficient  funding  for  future  payment  of  Old  Fund 
claims. 

ii.  Payment  to  State  General  Fund 

Section  39-71-2320  (2).  MCA,  provides  for  the  payment  of  $10 
million  by  the  New  Fund  to  the  State's  General  Fund  in  each  of 
the  fiscal  years  ending  June  30.  1998,  and  June  30,  1999.  When 
completed,  this  will  repay  in  full  the  S20  million  appropriation 
made  to  the  Old  Fund  during  the  June  1989  Special  Legislative 
Session  in  lieu  of  a  22%  rate  increase  originally  planned  at  that 
time. 


The  fiscal  year  1997-98  payment  was  accomplished  during  June 
1998  and  is  reflected  in  the  financial  statement  as  an  operating 
transfer  out.  The  $10  million  to  be  paid  during  fiscal  year  1998- 
99  has  been  shown  in  the  current  financial  statements  as  a 
reservation  of  fund  balance. 

8.  Compensated  Absences 

Employees  at  the  State  Fund  accumulate  both  annual  and  sick 
leave.  The  State  Fund  pays  employees  for  100%  of  unused 
annual  leave  and  25%  of  unused  sick  leave  upon  termination. 
The  fund  pays  100%  of  unused  compensator)-  leave  credits 
upon  termination  to  nonexempt  employees.  The  State  Fund 
absorbs  expenditures  for  termination  pay  in  its  annual  opera- 
tional costs.  The  State  Fund  had  a  total  leave  liability  of  $768, 1~2 
and  S709,~-t9  at  June  30,  1998,  and  June  30.  1997,  respectively. 

9.  Pension  Plan 

The  State  Fund  and  its  employees  contribute  to  the  Public 
Employees  Retirement  System  (PERS)  a  mandatory  multiple- 
employer,  cost-sharing,  defined  benefit  pension  plan  adminis- 
tered by  the  State  of  Montana  Public  Employees  Retirement 
Division  (PFRD).  The  PERS  offers  retirement,  disability,  and 
death  benefits  to  plan  members  and  their  beneficiaries.  Estab- 
lished in  1945.  the  plan  is  governed  by  Title  19,  chapters  2  and 
3,  MCA.  PFRS  participants  are  eligible  to  retire  at  age  60  with 
at  lea -4  five  vears  of  service,  at  age  65  regardless  of  length  of 
service  or  at  30  years  of  service  regardless  of  age.  Actuarially 
reduced  retirement  benefits  may  be  taken  with  25  years  of 
service  or  at  age  50  with  a  minimum  of  five  years  of  service. 
Monthly  retirement  benefits  are  calculated  by  taking  I  56  times 
the  years  of  service  times  the  final  average  salary.  Vesting  oc- 
curs once  membership  service  totals  5  years.  The  authority  to 
establish  and  amend  contribution  rates  and  to  provide  cost  of 
living  adjustments  for  the  plan  is  assigned  to  the  State  legisla- 
ture. State  Fund  and  its  employees  each  were  required  to  con- 
tribute 6.8%  of  annual  compensation  in  fiscal  year  1997-98  and 
6.7%  of  annual  compensation  in  fiscal  years  1996-97  and  1995- 
96.  This  amounted  to  $917,989  for  fiscal  year  1997-98.  $826,442 
for  fiscal  year  1996-97,  and  $829,188  for  fiscal  year  1995-96. 
State  Fund  and  its  employees  paid  One  hundred  percent  of 
required  contributions  to  PERS  and  there  is  no  unpaid  liability 
as  of  June  30.  1998. 

The  PERS  financial  information  is  reported  in  the  Public  Em- 
ployees' Retirement  Board  Comprehensive  Annual  Financial 
Report  for  the  fiscal  vear-end.  It  is  available  from  the  PERD  at 
1712  Ninth  Avenue.'  P.  O.  Box  200131.  Helena,  MT  59620- 
0131.  i06  1 1 1-3154. 

10.  Building 

The  1981  Legislature  appropriated  funds  for  the  construction 
of  a  Workers'  Compensation  building.  As  of  July  1,  1990.  the 
State  Fund  transferred  the  value  of  the  building  from  its  records 
to  the  Department  of  Administration  which  owns  most  other 
state  buildings  and  charges  agencies  rent  for  their  use.  LTnder 
the  agreement,  the  State  Fund  will  pay  all  costs  associated 
with  the  building  including  utilities,  property  taxes,  janitorial 
sen  ices,  and  maintenance  in  lieu  of  paying  rent. 

11.  Contingencies 

In  prior  years  the  State  Fund  purchased  single  premium 
annuities  from  Confederation  Life  Insurance  Company  Cthe 
Company).  Atlanta,  Georgia,  to  settle  claims.  The  Company 
has  been  placed  in  bankruptcy  rehabilitation  by  the  Michigan 
Insurance  Department.  State  Fund  legal  counsel  has  reviewed 
the  rehabilitation  plan  (Plan)  of  Confederation  Life  Insurance 
Company.  There  were  twelve  Old  Fund  claims  with  annuities 
with  the  Company.  The  outstanding  balances  on  the  annuities 
amounts  to  $250,388.  The  Plan  anticipates  full  payment  of 
annuity  contracts.  State  Fund  will  continue  to  monitor  the 
execution  of  the  Plan. 
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Broeker  v.  State  Fund  The  issue  in  this  case  involved  the 
method  insurers  used  to  calculate  the  social  security  disability 
insurance  (SSDI)  offset  rates  on  certain  claims.  The  Workers' 
Compensation  Court  decision  stated  that  where  there  is  a  cost 
of  living  increase  built  into  the  initial  entitlement  to  social  se- 
curity disability  benefits,  the  workers'  compensation  insurer 
cannot  take  the  cost  of  living  increase  into  consideration  when 
computing  the  SSDI  offset  rate.  On  appeal,  the  Montana  Su- 
preme Court  affirmed  the  Workers'  Compensation  Court  deci- 
sion. This  decision  affects  prior  unsettled  claims  and  similarly 
situated  claimants  that  will  receive  benefits  in  the  future.  Be- 
cause these  claims  have  not  been  identified,  no  calculation  of 
potential  benefits  due  has  been  made.  This  matter  is  currently 
before  the  Workers'  Compensation  Court  for  implementation 
of  the  Supreme  Court's  decision.  The  Workers'  Compensation 
Court  has  requested  the  Social  Security  Administration's  assis- 
tance in  identifying  affected  claims. 

Murer,  et  al.  v.  Montana  State  Compensation  Mutual  In- 
surance Fund,  et  al.  This  case  involves  the  198"  legislature's 
limiting  of  workers'  compensation  benefits  tor  injuries  occur- 
ring during  the  period  July  1,  1987,  through  June  30,  1989.  The 
1989  legislature  reenacted  those  limits  for  injuries  occurring 
during  the  period  July  1,  1989,  through  June  30,  1991. 

The  Montana  Supreme  Court  found  that  those  limits  should 
have  expired  on  June  30,  1989,  for  injuries  occurring  (.luring 
the  period  July  1,  1987.  through  June  30,  1989,  and  should 
have  expired  on  June  30,  1991,  for  injuries  occurring  during 
the  period  July  1,"  1989,  through  June  30,  1991. 

The  State  Fund  is  in  the  process  of  reviewing  about  7,500 
claims  to  determine  qualification  for  increased  benefits  due  to 
expiration  of  the  limits  instituted  by  the  1987  and  1989  legisla- 
tive sessions. 

Chacon  v.  State  Fund  This  case  arose  from  a  Chapter  7 
bankruptcy  filing  objection  to  the  State  Fund  filing  a  priority 
tax  claim  for  unpaid  workers'  compensation  insurance 
premiums.  Since  1987,  the  State  Fund's  bankruptcy  proofs  of 
claim  have  been  granted  priority  tax  claim  status  in  the  Montana 
Bankruptcy  Court.  In  this  case  the  Bankruptcy  Court  held  that 
claims  for  unpaid  premiums  are  in  the  nature  of  fees  and  are 
not  entitled  to  priority  tax  claim  treatment  in  bankruptcy 
proceedings. 

The  State  Fund  currently  has  approximately  $980,000  in 
bankruptcy  claims  that  may  be  potentially  impacted  by  this 
decision.  The  future  impact  upon  unpaid  premium  claims  is 
impossible  to  predict.  Relegation  of  State  Fund  claims  to  general 
unsecured  creditor  status  reduces  the  probability  of  recovery 
in  bankruptcy  cases. 

The  State  Fund  has  appealed  the  decision  to  the  9lh  Circuit 
Court  of  Appeals  and  is  currently  being  briefed  before  the  U. 
S.  District  Court. 

Una  (Van  Horn)  Killion  v.  State  Fund  This  case  challenges 
the  constitutionality  of  section  39-71-721  (S).  MCA,  that  pro- 
vides for  payment  of  death  benefits  to  a  surviving  spouse.  The 
law  indicates  a  surviving  spouse  is  allowed  to  receive  death 
benefits  for  a  period  of  500  weeks  or  until  remarriage.  The 
case  alleges  the  current  law  invades  personal  privacy  and  dis- 
criminates based  on  marital  status. 

The  case  was  heard  before  the  Workers'  Compensation  Court 
in  July  1998  and  a  decision  is  expected  before  December  31. 
1998.  The  potential  cost  impact,  if  any,  has  not  yet  been  deter- 
mined. 

12.  Subsequent  Event 

On  September  16,  1998.  the  State  Fund  Board  of  Directors 
recommended  to  the  Budget  Director  that  the  Old  Fund 
Liability  Tax  could  end  on  January  1,  1999.  Subsequently, 

the  Budget  Director  in  compliance  with  39-71-2505  (7), 

M<  A.  communicated  to  the  Director  of  the  Revenue  De- 
partment that  collection  of  the  Old  Fund  Liability  Tax 

2g    could  cease  effective  January  1,  1999. 
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